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BEFORE THE 
DEPARTMENT OF TRANSPORTATION 

WASHINGTON, D. C. 

COMMENTS OF AMERICAN AIRLINES, INC. 

American Airlines, Inc. hereby submits comments on the 

Department's Notice of Proposed Rulemaking on computer reservations system 

(CRS) regulations, 67 Fed. Reg. 69365, November 15,2002, and 67 Fed. Reg. 

72869, December 9,2002. 
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I .  Introduction 

American applauds much of the regulatory reform in the Department’s 

NPRM. These reforms are being considered at a time when the airline industry 

is confronting unprecedented financial challenges, new and more efficient 

distribution channels are growing, and CRSs have become increasingly 

aggressive in their efforts to prevent these developing channels from disciplining 

excessive bookings fees. Airlines and their distribution systems are at a critical 

juncture, making time for concluding this rulemaking of the essence. American 

urges the Department to implement these needed regulatory reforms quickly. 

As they have in the past, the CRSs can be expected to expend vast 

resources trying to slow down the regulatory process and to protect their market 

power. CRSs still exert market power against the traditional carriers, and that 

market power has continuing adverse implications for airline competition. A 

recent New York Times article reports that even in the airlines’ current financial 

crisis, CRSs are doing “amazingly well.”’ CRSs have offset falling booking 

volumes with price increases. The article notes Sabre’s self-described strategy 

of exploiting the “reservations business, a cash cow, for as long as [it] can.” As 

recently as last month, at a time when airlines are fighting for survival, all of the 

CRSs raised booking fees. 

The undiminished ability of every CRS to price against the economic tide, 

without losing airline participants, can only be explained by the fact that CRS 

market power is still very much intact. In the short to medium term, most airlines 

Saul Hansel, Even as the Big Airlines Struggle, Computer Booking Sysfem Prospers, 1 

N.Y.Times, February 9, 2003 (attached as Exhibit 1). 
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stili have no choice but to participate in every CRS. Thus, the Department is not 

confronting the question of whether CRSs still have market power, but rather 

what role, if any, should regulation have in policing CRS market power. 

In that regard, American has said before, and still believes today, that the 

Internet and new technologies, rather than continued or enhanced regulation, 

offer the best hope for ending CRS market power. However, the CRSs also 

understand the evolving threat to their market power and are urgently trying to 

avoid disintermediation by less expensive distribution channels. Some have 

concluded that the best strategy is one that leverages their existing market power 

through parity clauses in participating carrier agreements and incentive payments 

in subscriber agreements to forestall competitive challenges. Preventing this 

abuse of CRS market power should be the Department’s most important policy 

objective. 

Sabre’s efforts to obtain American’s web fares through parity clauses in its 

Participating Carrier Agreement (“PCA) illustrate this danger vividly. In 1997, 

Sabre argued in this rulemaking that CRSs should have to “compete” for access 

to web fares, and, as noted in the NPRM, Sabre further represented that it had 

no intention of suing an airline under the PCA for access to web fares. 

Unfortunately, despite its words, Sabre has never really shown any interest in 

competing for web fares. After negotiations with American failed to produce an 

agreement on web fare access, Sabre contracted with FareChase, a company 

with an Internet scraping product. Sabre asked FareChase to customize its 

product so that Sabre subscribers could scrape AA.com and other airline sites for 
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web fares. Finally, after American sought to enjoin FareChase from scraping 

AA.com, Sabre filed a claim against American alleging that the PCA obligated 

American to give all Sabre subscribers access to American’s web fares. 

The Department’s NPRM was percipient in specifically calling for 

comments on access to web fare and the abuse of CRS parity clauses. The 

unrestrained enforcement of parity clauses would undo much of the progress that 

has been made in developing alternative distribution channels and would 

recreate and expand the mandatory participation obligations that the Department 

has wisely proposed to eliminate in the NPRM. Parity clauses are, quite simply, 

a lever the CRSs hope to use to avoid competing for access to fares and other 

con tent. 

The Department’s NPRM also comes at a time when its decision not to 

precipitously regulate the Internet or Orbitz has been vindicated. Although Orbitz 

dominated the comments in 2000, American’s EveryFareO program and its 

agreement with Travelocity have eviscerated any argument that Orbitz had a 

monopoly on web fares or would eliminate its competitors. Orbitz remains third 

in the online travel agency market, Expedia has become the world’s largest 

online agency - despite not having access to American’s web fares, and 

traditional brick and mortar agencies still account for a majority of American’s 

bookings. 

Orbitz was never an attempt by its owners to monopolize airline 

distribution - an impossible objective fabricated by those who saw Orbitz as 

competition - but was instead an effort to create a new business and to stimulate 
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cost competition in airline distribution. Largely in response to Orbitz, some CRSs 

have offered to discount booking fees -- something they had never done before -- 

in return for the right to distribute web fares.2 Because CRSs still control the 

majority of bookings, the discounts have been not been ~ompetit ive,~ and the 

demanded consideration -- essentially requiring the airlines to treat the CRS on 

the same terms as low cost distributors - has been too high for most carriers. In 

this regard, these proffered terms reflect continued CRS market power. 

However, over time, slowly building market forces could lead to 

competitive, cost-based CRS pricing. Preserving that modest and still vulnerable 

momentum towards lower booking fees should be among the Department’s 

foremost objectives. American fully supports the Department’s approach of 

seeking “ways to enable market forces to work more effectively in the CRS 

business, to avoid potentially burdensome regulations, and to allow airline 

distribution practices to develop in ways that may eliminate the need for the 

rules.” NPRM at 69368. 

Thus, subject to some limited exceptions, such as regulations addressing 

parity clauses, fewer regulations and a greater reliance on market forces is the 

shortest path to a competitive CRS market. American encourages the 

Department to abide by its stated preference for relying on market forces and 

The Department’s Inspector General has directly attributed the 10% discounts now 2 

offered by two of the GDS as a response to Orbitz. OIG Comments On DOT Study of Air 
Transportation Services, Number CC-2002-061 (December 10, 2002). 

Sabre’s offer to discount booking fees by 10% in return for web fares is a mere fraction of 3 

the cost savings that airlines obtain through Orbitz, EveryFarm agencies, and other low cost 
distributors. Sabre is simply hoping that 10% is all the price it will need to pay for temporarily 
forestalling the growth of more competitive distribution channels, and most airlines, including 
American, are demanding more. 
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insisting on clear and substantial evidence before regulating. The circumstances 

that the Department must address today are much different from those it 

considered in 1992, when it imposed mandatory participation and re-imposed the 

ban on discriminatory pricing. These regulations have limited airline options and 

have allowed CRSs to avoid competing for access to fares and inventory. 

American concurs with the NPRM's findings that the mandatory participation rule 

and non-discrimination rule now do more harm than good.4 

The proposed regulation of MIDT content is a regrettable exception to an 

otherwise well thought out NPRM that attempts to deliver on the Department's 

long-stated preference for market forces over regulation. The CRS regulations 

are not an appropriate platform for seeking to regulate competition between 

airlines. Yet in the guise of regulating MIDT, the Department is seeking to do 

exactly that. This proposed regulation does nothing to inhibit CRS market power, 

but instead, and without any fact based justification, would tip the competitive 

balance between large and small carriers and interfere with thousands of 

contracts. The Federal government stopped regulating how airlines compete 

long ago, and the result has been the largest, most price competitive airline 

industry in the world. In proposing to restrict MIDT, the Department would depart 

from its regulatory mandate, ignore its own regulatory standards, degrade the 

quality of information in the market, and penalize those carriers that have made 

Some commenters to the docket have benefited from the unintended 4 

consequences of the CRS regulations and are encouraging the Department to regulate even 
more. These calls for greater regulation have lost sight of the purpose of the CRS regulations, 
which were implemented to protect airlines from CRS market power - not to guarantee CRSs and 
travel agents access to airline fares and inventory, regardless of costs. 
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investments in systems that use universally available information. Ironically, the 

Department has done so at time when the CRSs and other vendors are 

developing products to make it even easier for smaller carriers to utilize this data. 

This intrusive regulation could not have come at a worse time. Airlines are 

losing billions of dollars and are urgently seeking to identify the right size for their 

networks, a profitable combination of routes, and the most effective marketing 

strategies. The Department’s proposal to intentionally degrade the quality of 

information in the marketplace would result in poorer decision making and 

greater losses. The inefficiencies and unintended consequences of the 

Department’s proposed rule on MlDT are both obvious and significant. 

II. The State of the Airline Distribution and 
the Persistence of CRS Market Power 

CRS market power was created over the course of many years, and it is 

not going to disappear in just a few years. The fundamentals of CRS market 

power remain intact, including: (1) the continued disconnection between the 

purchasing decision (made by the travel agency) and the payment obligation 

(incurred by the airlines); (2) undiminished CRS pricing power; (3) the large 

percentage of industry bookings made by traditional travel agencies using a 

CRS; and (4) the continued lack of substitutability between CRSs. 

The Structure of the CRS Market: The ability of every CRS to impose 

price increase after price increase, even in the most dire financial environment, is 

a product of an unaligned CRS market that was designed to preserve CRS 

pricing power. The CRS industry has never had a low cost provider - such as 
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the airline industry has in Southwest - because CRSs have never had to 

compete for participating carriers. As the Department of Justice has explained: 

The ability of CRSs to exercise market power with respect to 
booking fees stems from the asymmetry in the market for CRS 
services: carriers pay the entire booking fee, but travel agents and 
consumers ultimately determine which CRSs are used. . . . Since 
the booking fee is paid by the carrier, however, there is no reason 
for the agent or the consumer to concern itself with the level of the 
booking fee. Thus, the carrier must pay the fee if it wants the 
booking, and it has no opportunity to bargain with the CRS over 
price or substitute another CRS charging a lower fee. 

Comments of the Department of Justice, p. 44, DOT Dkt. 46494 (July 9, 1991) 

(“DOJ 1991 Comments”). 

DOJ’s 1991 comments identified a flawed and uncompetitive CRS market, 

and the intervening twelve years have only exaggerated its inherent costs and 

inefficiencies. Travel agents are no longer merely indifferent to the price paid by 

the airline; CRS productivity payments have given them an incentive to select the 

highest cost CRS.5 In this perverse market structure, a reduction in booking fees 

does not generate incremental sales for a CRS, but only diminishes the revenues 

available for purchasing the patronage of travel agents in a high cost distribution 

network.6 Thus, CRSs actually view offering a lower booking fee as a 

competitive disadvantage. A more dysfunctional market is hard to imagine. 

One law firm soliciting to represent large travel agencies in this rulemaking has described 
this sharing of excess CRS profits as “the most reliable revenue stream that most large agencies 
have.” (attached as Exhibit 2) This solicitation fails to recognize that these payments do not 
reflect a value-added payment earned by the agency, but simply a payment that maintains CRS 
market power. There is no question that travel agencies that create value (and many do) will be 
compensated in the market place by consumers, and in some instances by commission 
agreements with individual airlines. 

5 

Affidavit of Gary J Dorman (Attached as Exhibit 3) (Hereafter, Dorman Affidavit at -). 6 
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Sabre, for example, raised its 2003 booking fees over three percent, after 

claiming that Amadeus has raised its rates by approximately six percent. Sabre 

implemented this increase despite its own projections that booking would decline 

two to three percent. In explaining this price increase in the face of the worst 

financial environment in the history of aviation, Sabre cited a projected rate of 

growth in incentive payments to travel agencies in the high teens7 - five to six 

times the rate of growth of the CPI. In the FareChase litigation, one Sabre 

executive testified that incentive payments have been growing at an alarming 

30% annually.8 When questioned by analysts about the relationship between 

increases in booking fees (paid by the airlines) and increases in incentive 

payments (paid to the travel agencies), Sabre described them as "like  number^."^ 

These spiraling travel agency incentives, made to protect CRS market power, is 

clear evidence that CRS pricing is not cost based or subject to prevailing 

economic conditions or normal market forces. 

Sabre is not alone in aggressively purchasing travel agency loyalty to high 

cost CRSs. Incentive payments paid by the CRSs account for $1 .OO to $1.50 (25 

to 35 percent) of booking fees." Most recently, on February 25, 2003, Amadeus 

launched a new pricing plan for North American agents that purports to eliminate 

____ ~ ~ ~ 

"Event Brief of Sabre Holdings 2003 Financial Outlook Analyst Conference Call", Fair 7 

Disclosure Wire, December 16, 2002. (Attached as Exhibit 4). 

Relevant portions of testimony in the FareChase litigation are attached as Exhibit 5. 0 

(Hereafter, FareChase testimony at 2 Testimony concerning the growth in incentive payment 
is found on page 8. 

"Event Brief of Sabre Holdings 2003 Financial Outlook Analyst Conference Call", Fair 9 

Disclosure Wire, December 16, 2002. (Attached as Exhibit 4). 

"Sabre Unveils Price Hike for 03", Business Travel News Online, December 13, 2002 10 

(Attached as Exhibit 6) 
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productivity pricing for travel agencies that forego a signing bonus in their CRS 

contract." Yet, this new program, not surprisingly, maintains the unaligned CRS 

market by paying agencies that sign contracts under the Profitchoice program a 

rebate per booked segment." 

Amadeus claims that under Profitchoice a travel agency that produces 

55,000 segments annually would receive $76,500 (about $1.40 per booking). 

Under the old productivity pricing, Amadeus says the same agency would have 

received $30,600 a year. Profitchoice is not in any sense a reform of 

productivity based agreements, but is instead only an acceleration of costs that 

will, inevitably, lead to higher booking fees. One prominent travel agency 

advocate has appropriately observed that "[alll four [GDS] vendors are getting 

easier when it comes to quotas and more generous when it comes to 

bonuses.. . . 1113 

These increasingly large incentive payments may be pure profit to the 

agents, but their true nature is that of monopoly rents being extracted by the 

CRSs from carriers, and then distributed, in part, to travel agents in order to 

protect the CRSs' entrenched position. The disconnection between the payment 

obligation and the purchasing decision, as influenced by ever increasing 

productivity payments, creates a constant upward pressure on CRS prices, even 

as the cost of providing the service declines. 

"Amadeus Plan Offers Contract Options", Travel Weekly Online, February 23, 2003 11 

(Attached as Exhibit 7). 

Id. 

Id. 

12 - 
13 - 
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The NPRM acknowledges these facts when it states, “every system 

seems to continue to engage in subscriber contract practices that keep airlines 

and travel agencies from using alternatives to the systems and thereby entrench 

each system’s market power. The likely result is higher airline costs and thus 

higher fares for consumers.” NPRM at 69383. The fact is no reasonable airline, 

acting in a competitive environment, would buy into a CRS market that provides 

incentives to travel agents and CRSs to collectively raise the airlines’ distribution 

costs. It is a model that persists because market power persists, and, as shown 

below, has led to continually rising CRS prices. 

Pricinn Power: As the Department stated in 1992, “the best evidence [of 

market power] is a vendor’s ability to set prices for its CRS services without 

regard to costs, because vendors need not compete for participating carriers.” 

Final Rule 57 Fed. Reg. 43780, 43789 (Sept. 22, 1992) (“7992 Final Rule). 

Based on this and other evidence, the Department concluded, “booking fees 

charged by the major vendors have been found to be substantially above their 

costs.” u. at 43831. Since 1992, the situation has only deteriorated. Booking 

fees per segment have increased 70%, despite reductions in computing and 

telecommunication costs, and despite dramatic reductions in the average fare 

collected by the airlines.u 

As shown in the chart below, since 1995, CRS fees have increased at 

over two times the rate of the Consumer Price Index. 

Testimony of DOT Inspector General Kenneth Mead before the Senate Committee on 14 

Commerce, Science, and Transportation, p. 16 (July 20, 2000) (Attached to American’s 
September 22, 2000 Comments). 
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In 2001 and 2002, the airline industry in the United States lost an estimated $12 

billion, and is projected to lose another $6.7 billion in 2003 (absent a war with 

Iraq).16 During these last two years, traffic has fallen 8.2%, and fares have fallen 

15.4%.17 At the same time, post 9/11 taxes, fees, and unfunded mandates have 

added more than $4 billion to the industry's annual cost burden." Two major 

carriers are currently operating in bankruptcy and others are threatened. 

CRSs derive the overwhelming majority of their revenue from airline 

booking fees. In a competitive market, CRSs would be under enormous 

pressure to reduce, rather than increase, prices. Indeed, other major suppliers to 

the airline industry, such as aircraft manufacturers, aircraft lessors, food and 

beverage suppliers, and even labor unions are making concessions. Yet, earlier 

this year all of the CRSs did as they always have and increased booking fees for 

2003. Even in these extraordinary times, CRSs remain immune to pricing 

pressures .19 

Bookinq Volumes:. American has made some progress in shifting a 

percentage of reservations to lower cost distribution channels, such as direct 

connect, Orbitz, and Travelocity, but the fact remains that American, like other 

network carriers, continues to rely on travel agents using a CRS for the majority 

of its ticket sales. Travel agents that do not participate in the EveryFareB 

program thus represent American's highest cost distribution channel, and by a 

Id. at 23. 

Id. 

Id. at 16. 

16 - 
17 - 
1.9 - 
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significant margin. In 2002, for example, American’s cost of sale for “brick and 

mortar” travel agencies in the US. was two and one half times its cost of sale 

through Orbitz, and that was before American implemented its direct connection 

with Orbitz. Yet, at the same time, brick and mortar agencies using high cost 

CRSs made sixty percent of American’s U.S. sales. 

Even if one were to take into account that American’s average fare from 

“brick and mortar” agencies exceeds the average fare from lower cost distribution 

channels, CRSs are still more expensive than low cost distribution channels. In 

2002, American’s cost of sale per $1,000 in revenue through other channels was 

significantly lower than for “brick and mortar” agencies using a CRS. Thus, the 

Department should not be fooled by CRS claims that their higher costs somehow 

represent a better value because travel agency sales generate more revenue per 

ticket sold. 

Lack of Substitutes: For the foreseeable future, most major airlines will be 

compelled by the economic realities of the market to participate to some degree 

in every CRS. 2o The Department is correct to “still believe that high booking fees 

are probably imposing burdensome costs that most airlines have not been able 

to avoid and are likely to increase fares paid by consumers.” NPRM at 69422. 

The CRSs have significant market power vis-a-vis the airlines because the 

four CRSs are not substitutes for each other. While some travel agency 

locations use more than one CRS, the travel agency subscriber lists for the four 

As long ago as 1983, the DOJ observed that “no nationwide carrier can afford to forego 
listings on any major CRS, and therefore, rivalry among the CRSs cannot be expected to serve 

20 
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CRSs are sufficiently distinct that an airline's participation in any one of the four 

cannot substitute for its participation in any of the remaining three." Withdrawal 

from one CRS, even if the CRS rules were modified to allow it, would likely cost 

an airline more in lost ticket revenues than any savings it might achieve on 

booking fees. Even if an airline somehow could recapture lost bookings through 

another CRS, its total booking fees would not decline because all four CRS 

vendors charge similar prices. 

Some limited substitution possibilities exist for some part of CRS 

distribution, such as direct reservations, airline websites, and certain third-party 

websites. These alternatives, however, are far from perfect since they require 

substitution for the entire travel agent/CRS distribution channel, not just for 

CRSs. For American and many other major carriers, it is not a solution to cease 

using travel agents to distribute its products. American relies heavily on travel 

agents because it sells a network of services that is vastly more complex than 

the services offered by point-to-point carriers such as Southwest and JetBlue. 

The breadth, and resulting complexity, of American's system is enhanced by its 

participation in oneworld@, and by codeshares with over 15 carriers to dozens of 

destinations around the world, and interlines with over 240 carriers. Although 

some consumers are comfortable making their own travel arrangements for 

simple short-haul leisure travel, others prefer to use and pay for travel agents. 

Large corporations, for example, have complex air travel needs and find it more 

as a check against the exercise of market power by any one of them." Comments and Proposed 
Rules of the Department of Justice, DOT Dkt. 41686, p. 46 (Nov. 17, 1983). 

Dorman Affidavit at 5, 8. 21 
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efficient to use a travel professional. American operates a large network, and 

enters into various alliances, in order to be attractive to these types of business 

customers who demand (and are willing to pay for) professional management of 

their travel. For these reasons, American and other network carriers will remain 

subject to CRS market power as long as travel agents remain tied to high cost 

CRSs.’* 

The Department is plainly correct that, “[tlhe Internet’s growing 

importance in airline distribution does not seem to have significantly eroded each 

system’s market power thus far.” NPRM at 69420. And, in fact, recent economic 

studies have found that CRS market power over traditional carriers has remained 

durable and pervasive.23 

111. Supracompetitive Bookinq Fees Distort Airline Competition 

It is axiomatic that a large, growing, and uncontrollable expense, as CRSs 

fees are, threatens, and will continue to threaten, airline competition, particularly 

in the industry’s current state of duress. American is under tremendous pressure 

to stem massive losses and can ill afford inflated costs that adversely affects 

both the overall demand for its airline services and its competitiveness with rivals 

that enjoy lower costs because they are less reliant on CRSs and thus less 

victimized by supracompetitive CRS pricing. 

Dorman Affidavit at 7 22 

“Economic and Political Analysis of Computer Reservation Systems, OXERA Consulting 
Ltd. (2001), pg. iii (CRSs have significant market power over airlines because each controls a 
large proportion of travel agents in the downstream market. From the airlines’ perspective, CRSs 
are not readily substitutable for one another, as each CRS controls access to an important share 
of passengers through its member travel agents) (attached as Exhibit 9) 

23 
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As shown by the following chart, during the last eight years, low-cost 

carriers’ share of total industry capacity has grown from 6.7% to 13.3%, and is 

forecasted to exceed 15% by the end of this year. 

LOST-COST CARRIER SHARE OF INDUSTRY CAPACITY 
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This growth has lead to more competition between low-cost carriers and 

traditional carriers such as American. Today, American faces direct competition 

from low-cost carriers on about 80% of its origin & destination markets, and it can 

expect this percentage to increase. 

One major difference between American and carriers such as Southwest 

and Jet Blue is how it distributes tickets. Today, online and brick and mortar 

travel agents using CRSs still sell nearly 70 percent of American’s tickets. 

Southwest and Jet Blue, however, largely avoid travel agents, and with them, 

associated CRS booking fees. Southwest recently announced that more than 80 

percent of its bookings in the last quarter were made directly via the Internet on 

its own website or directly with its own reservations agents. Of the four major 

CRSs, Southwest participates only in Sabre, and at a lower level of functionality 
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than all other carriers. Thus, substantially less than 20 percent of Southwest’s 

total bookings are made through travel agents using a CRS, while 70 percent of 

American’s bookings incur CRS booking fees. 

The differences between American and JetBlue are even more striking. 

According to its filings with the Securities and Exchange Commission, JetBlue 

booked 92.6 percent of its sales either through its Internet site (44.1 percent of 

total bookings) or its own telephone reservations personnel (48.5 percent of total 

 booking^).'^ 

This dichotomy in CRS market power between large network carriers and 

no-frills point-to-point carriers, like Southwest, is even evident in Sabre’s strategy 

of obtaining web fares. Sabre is willing to aggressively attempt to disrupt 

American’s distribution initiatives through screen scraping and litigation, but it has 

made a “business” decision not to pursue a similar strategy against Southwest, 

another Sabre participating carrier.25 Sabre is plainly concerned that is does not 

have the same market power against Southwest, as it does against American. 

The significant differences in the cost of distribution were in large part 

created by the current CRS rules, which have reinforced CRS market power over 

network airlines by shielding the CRSs from normal market forces. At the same 

time, low cost carriers, such as Southwest, are not subject to CRS market power 

because they have always pursued a “no CRS, no travel agent” model of 

JetBlue Airways Corporation, S.E.C. Form S-1 Registration Statement, p. 38 (Feb. 12, 24 

2002) (Attached as Exhibit I O )  
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distribution. Thus, the CRS rules have had the perverse effect of reducing the 

cost competitiveness of major network carriers versus their low cost rivals. 

IV. Renulatory Reform Is Needed to Stimulate 
Competition In the CRS Market 

Airlines have made inroads into CRS market power, but as discussed, a 

competitive CRS market does not yet exist. Moreover, the progress that has 

been made remains at risk. No CRS has a low cost strategy nor, as evidenced 

by Sabre’s statements and Amadeus’s Profitchoice, is any CRS abandoning a 

business model that inflates distribution costs. Sabre’s strategy of milking the 

“cash cow” for as long as possible is being implemented across the CRS 

industry, and this rulemaking -- including how quickly it is adopted -- will greatly 

affect how much “milk’’ is yet to be obtained from the CRS “cash cows.’’ 

A. The Zero Fee Or Some Other Fee Shiftinq Proposal Remains 
the Most Effective Response To CRS Market Power 

The “zero fee” proposal originally recommended by the Department of 

Justice in 1991 and discussed in American’s October 23, 2000 comments 

remains the quickest and most effective way to create a competitive CRS market. 

DOJ explained its rationale as follows: 

the zero booking fee rule correctly aligns the travel agents’ ability to 
choose among systems with the travel agencies’ incentive to do so 
since the CRS charges will directly affect the travel agents’ profits. 
Thus under the zero booking fee rule competition among vendors 
to obtain travel agent contracts will determine the level of booking 
fees paid by travel agents. 

DOJ 1991 Comments, p. 18. In the same rulemaking, the Department agreed 

that, “the vendors’ decision to obtain more compensation from participating 

~ 

25 FareChase testimony at 118 to 120. 
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airlines than from travel agencies presumably reflects the difference between the 

vendors’ competition for airline participants and their competition for subscribers” 

1992 Final Rule at 43783. 

No one disputes that CRSs compete for subscribers. Re-aligning the CRS 

payment obligation with the purchasing decision in this competitive environment 

would end supracompetitive CRS prices instantly. The CRSs’ response to 

American’s EveryFareO program illustrates the threat that a properly aligned 

market poses to CRS market power. EveryFareB is based on the same principle 

as DOJ’s proposal -- it is the travel agent that is best positioned to obtain a 

competitive price from the CRSs. Under EveryFareB, American provides travel 

agents with access to web fares in exchange for the travel agents taking partial 

responsibility for CRS booking fees. The goal of the program is to induce 

competition among CRSs on price (including booking fees) and the quality of the 

service. Consumers also benefit. One of American’s launch partners for 

EveryFareB, TQ3 Travel Solutions, reports that its participation has saved an 

average of 7 percent “compared to corresponding GDS published rates” for 

seven clients with varying usage.26 

Of course, EveryFareGD cannot unilaterally reduce CRS fees, and the 

CRSs are not being asked to make any contribution to the cost savings. In a 

properly aligned and competitive market, CRSs would be indifferent as to 

whether airlines and travel agencies agree to split CRS booking fees. Yet, Sabre 

“AA’s EveryFare Save TQ3 Clients 7 Percent On Average”, Business Travel News 26 

Online, (March 12, 2003) (Attached as Exhibit 11). 
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is far from indifferent, and one its senior executives has candidly acknowledged 

that Sabre would like to see EveryFareB 

against EveryFareB and have intensified their efforts to obtain access to web 

fares through screen scraping, and, in Sabre's case, litigation. The CRSs know 

that their profits cannot be sustained in a competitive market where the 

purchasing decision and the payment obligation are aligned. 

CRSs are aggressively marketing 

EveryFareB, however, cannot be a complete solution to CRS market 

power. Through large, and ever increasing, productivity payments, CRSs have 

co-opted travel agencies into a business model that preserves CRS market 

power and demands supracompetitive fees. EveryFareO rewards subscribers for 

finding the lowest cost CRSs, but any such CRS, if it even existed, would have 

less revenue to kick back to subscribers as incentive payments. Many agencies 

are reluctant to forego these large payments from CRSs, particularly in light of 

misrepresentations from the CRSs that they can scrape for web fares or that the 

PCA compels the airlines to provide universal access to the lowest fares. 

The zero fee proposal overcomes this problem by giving both types of 

CRS users -- the airlines and the travel agents - the same interest in lower 

booking fees. As long as the CRS market retains its current payment structure, 

neither EveryFareO, nor any other airline initiative, can bring full market forces to 

CRS pricing. 

'' FareChase testimony at 140. 
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The NPRM acknowledges that the zero fee proposal reflects sound 

economic theory and would lead to a competitive CRS market.” NPRM at 

69399. It rejects the zero fee proposal, however, based on a concern that any 

such regulation would be “too disruptive.” B. Any disruption, however, could be 

minimized by transferring financial responsibility to subscribers over time and in 

phases. As a starting point, subscribers would only be responsible for CRS rate 

increases, which would, at least, halt the unrelenting increases in CRS prices. 

The regulation could phase in greater financial responsibility so that within three 

years subscribers would share 50% of the financial responsibility for booking 

fees. This phased approach would give subscribers an opportunity to shop for 

the lowest cost CRS before being partially responsible for CRS costs, and it 

would allow CRSs time to adjust to a more competitive environment. Since 

subscribers would now have a financial interest in CRS costs, one or more CRSs 

would have an incentive to adopt a low cost strategy. This sharing of financial 

responsibility would also address the Department’s other stated concern with 

As described by the Department: 

Such a “zero fee” rule would effectively require the [CRS] 
systems to obtain their revenues from fees paid by travel 
agencies. As shown, the systems compete for travel agency 
subscribers but have not competed for airline participants, since 
most airlines have been compelled by their marketing needs to 
participate in each system, even if the terms of participation are 
unattractive and non-negotiable. Because travel agencies can 
choose between the systems, the systems would compete on 
price. A zero fee rule thus would cause the price of CRS 
services to be set by competitive market forces. 

Notice of Proposed Rulemaking, pp. 150-51, Dkt Nos. OST-97-2881, OST-984775, and OST-99- 
5888, November 15,2002. 
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regard to the zero fee proposal. Airlines would not be getting CRS services for 

free. 

B. The Department Should Finalize Many of 
The NPRM’s Proposed Changes 

The NPRM contains three important reforms that together have the 

potential to introduce market forces into CRS pricing: (1) ending mandatory 

participation; (2) allowing CRS price discrimination; and (3) prohibiting CRS 

productivity payments to subscribers. The NPRM also invites comments on a 

rule that would prohibit CRSs from enforcing parity clauses to gain access to 

fares and inventory. Sabre’s recent actions, in this regard, have greatly 

heightened the need for a revised and expanded ban on parity clauses. 

Action on all four of these points would ignite new market forces and may 

finally give rise to negotiated CRS contracts and pricing. For these regulatory 

reforms to succeed, however, action must be taken on all four, as a failure to act 

on one will diminish the effectiveness of the others. 

1. The Department Should Prohibit the Enforcement of Parity Clauses 

The NPRM was prescient in recognizing the dangers that the unrestrained 

enforcement of parity clauses poses for competitive airline distribution costs. 

Parity clauses have the potential to become the last bastion of CRS market 

power, and Sabre’s claim against American in the FareChase litigation highlights 

the far-reaching  implication^.^^ From this litigation, American has learned that: 

Sabre’s complaint against American is attached as Exhibit 12. 29 
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Sabre will try to use parity clauses to gain access to web fares, 

despite its prior representation to the Department that it would not 

do so. 

Sabre broadly interprets the term “CRS” in its contract so that fares 

distributed through an airline web site or an online agency, like 

Orbitz, are swept up by this alleged “parity” ~bligation.~’ 

Sabre would prefer that web fares “go away” since they are the 

airlines’ most potent tool for moving reservations to lower cost 

distribution channels3’ 

Sabre, in particular, has long sought to gain access to web fares through 

political and regulatory channels, and thereby eliminate these fares as a 

mechanism for fertilizing the growth of lower cost channels. However, until the 

launch of EveryFare8, Sabre had not sought to enforce through the legal 

process a contractual right to web fares?2 Sabre has now asked a Court to read 

the parity clauses in the PCA in a way that would impose an unprecedented 

obligation on American to make web fares available to every Sabre subscriber. 

Sabre has also sued Air Canada under the same theory.33 If Sabre’s claims in 

FareChase testimony at 210-21 I. 

FareChase testimony at 67. 31 

32 

conduct over the past several years. As the Department knows, no entity worked harder for 
regulations that would have required Orbitz owners to provide universal access to web fares. 
Sabre also devoted considerable time and resources to co-developing a scraping product with 
FareChase. All of this begs a question, why all this effort if the Sabre Participating Carrier 
Agreement already gave it access to participating airlines’ web fares? 

Sabre’s claims under the Participating Carrier Agreement are at odds with its own 

Sabre’s complaint against Air Canada is attached as Exhibit 13. 33 
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either case should somehow succeed, it and other CRSs can be expected to 

pursue other airlines as well 

The NPRM takes explicit notice of the parity clauses cited by Sabre in 

support of its alleged right to widely distribute American's web fares, and 

correctly describes the anticompetitive implications of Sabre's interpretation: 

[A] participating airline should have some ability if practicable 
to persuade travel agencies to use a system or similar 
electronic service that provides better service or charges 
lower fees. Insofar as Sabre's contract would bar this, it 
would keep an airline from taking steps to reduce its CRS 
expenses. It would also be directly contrary to our 
conclusion in the parity clause rulemakinq that airlines 
should normally be free to choose the quantity and quality of 
service bought from their suppliers. 

NPRM at 69393 (emphasis added).34 

The unrestrained enforcement of parity clauses would, indeed, undo much 

of the potential in developing alternative distribution channels, and would simply 

reincarnate and expand the mandatory participation obligations that the 

Department has proposed to eliminate in the NPRM. If Sabre is correctly 

interpreting its PCA, the implications for airlines, low cost distributors, 

34 

Internet, including whether web fares should be distributed through CRSs. Sabre responded that: 
In 1997, the DOT asked for comments on whether CRS regulations should extend to the 

"[it] strongly believes that CRSs should be permitted and encouraged to 
compete with each other to have access to distribute these fares. As 
demand for wider distribution of fares increases, CRSs will respond to 
these market pressures with products and features that make it 
worthwhile for carriers to make the fares more widely available 

In Re Advance Notice of Proposed Rulemaking, Compufer Reservation System Regulations, 
Notice No. 97-9, Reply Comments of the Sabre Group, Dkt No. OST-97-2881 at 10 (Feb. 4, 
1998) (emphasis added). 
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consumers, and the Department’s regulatory initiatives are profound. Airlines 

would lose their most effective tool for creating and encouraging the growth of 

lower cost distribution channels. Initiatives like EveryFareB would be fatally 

wounded. Travelocity and other distributors would have no reason to be 

competitive with low cost channels. Airlines could not even provide special fares 

to direct consumers to their own web sites. CRSs, which are two to three times 

as expensive, would be given equally robust access to fares and inventory. 

Much, if not all, of the progress that has been made in the past few years would 

be lost, and CRS market power will have fended off its only real challenge in 

many years. 

The consequences for consumers are equally clear. CRS charges would 

remain an uncontrollable and excessive cost for all of the major airlines (with the 

exception of Southwest) resulting, inevitably, in higher fares. Web fares, which 

are among the most highly discounted fares, would likely disappear since these 

fares could no longer serve their primary purpose of directing consumers and 

agents to lower cost distribution channels. Indeed, as mentioned, Sabre’s 

witnesses have candidly acknowledged that they would prefer that web fares 

disappear. 

The Department thus correctly describes the enforcement of PCAs as a 

potentially unreasonable restriction on how airlines distribute their services and 

an impediment to “keep airlines from pursuing the most efficient and least costly 

distribution channels.” NPRM at 69393. The policy issue, as recognized by the 
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Department, is whether airlines are free to develop more cost effective ways to 

distribute their product or whether CRSs can defeat these efforts by leveraging 

their market power: 

If Sabre’s contracts are typical, the systems may be imposing contract 
terms on airlines that unreasonably restrict airline choices on how to 
distribute their services. Such contract clauses could keep an airline from 
pursuing the most efficient and least costly distribution channels. Airlines 
should be free to choose to offer E-fares only through their own websites, 
without being obligated by system contracts to make them available 
through other distribution channels. This kind of contract clause would 
frustrate our efforts to allow airlines to create ways of bypassing the 
systems when doing so is more cost effective and likely to establish 
competitive discipline for the systems’ prices and terms for participation. 

NPRM at 69393. Sabre’s willingness to sue American and Air Canada for 

access to web fares, in the face of the Department’s articulated concerns, shows 

that regulation is urgently needed to restrain the anticompetitive enforcement of 

parity clauses. 

For these reasons, the Department should readopt its ban on the 

enforcement of parity clauses and expand the language of the regulation to 

encompass any claim that parity clauses compel access to airline fares or 

inventory. 

The Department should also eliminate the exception for airlines that own 

or market a CRS. As the NPRM acknowledges, abolishing the mandatory 

participation rule would accomplish nothing if the same obligations are simply 

imposed against airlines that market a CRS through a PCA that is not negotiated. 

As shown below in the discussion concerning the mandatory participation rule, 

the incentives for an airline to use its position in the market place to favor a CRS 
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have vanished. In this regard it warrants notice that the current “parity clause” 

litigation involves American in a lawsuit against Sabre -the CRS that it markets. 

2. The Department Should Eliminate the Mandatory Particbation Rule 
As Proposed in the NPRM 

When the Department adopted the mandatory participation rule in 1992, it 

confronted a rapidly growing CRS industry that was controlled by airline owners. 

Under these circumstances, the Department was concerned that airline owners 

would willingly sacrifice ticket sales in competing systems in order to move CRS 

market share to their owned or jointly owned CRS. 1992 Final Rule at 43800. 

The Department also assumed that airlines benefited from a “halo” effect, and 

therefore had an additional reason to move CRS market share. 

Irrespective of whether these were reasonable assumptions in 1992, they 

do not reflect the realities of the CRS market today. The debate over the 

mandatory participation rule is quickly becoming moot. Worldspan, the last of the 

four domestic CRSs owned by U.S. airlines, announced earlier this month that it 

is being sold to non-airline owners. Thus, the only CRS that retains any airline 

ownership is Amadeus, and all of its airline owners are European. 

The mandatory participation rule addressed competitive concerns in a 

much differently structured market. Airlines have been exiting the CRS business 

for years, and no evidence suggests that they, nonetheless, remain willing to 

sacrifice airline ticket sales in an attempt to influence CRS market share. As a 

result, the primary effect of the mandatory participation rule over the past few 

years has been to enhance CRS market power by limiting airline options. 
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American, therefore, supports the elimination of the mandatory participation rule 

as proposed in the NPRM. 

Given these circumstances, it would be a tremendous mistake for the 

Department to reinvigorate the mandatory participation rule by extending it to 

airlines that market a CRS. Such a regulation would not only reintroduce, but 

would expand, the unintended consequences of mandatory participation, without 

any reasonable justification. 

Leaping to the conclusion that various CRS marketing agreements create 

the same incentive to move CRS market share as airlines ownership did ten 

years ago is both unsupported and dangerous. American’s marketing agreement 

with Sabre does not preclude it from participating at any level in a competing 

CRS nor does it require American to discriminate against other CRSs in terms of 

functionality or content. The payments that American receives under the 

marketing agreement are less than one hundredth of one percent of the revenue 

that it earns through airline sales, and Sabre’s February 2003, 3.3% booking fee 

increase involves more money than American collects in an entire year under the 

Sabre marketing agreement. Quite simply, American’s interest in maximizing 

airline sales - particularly at a time when it is losing millions each day -- far, far 

outweighs any interest it has under the Sabre marketing agreement. Although 

American is not privy to other marketing agreements, it strongly suspects that 

other airlines are in the same position.35 United, for example, has been free of 

the mandatory participation obligation for years, but it has not degraded the 

Delta, for example, has stated that it spent $350 million in CRS fees last year. i5 
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quality of the information and functionality in any of the CRSs that compete with 

Ga I i leo. 

Airlines that market CRSs include American, United, Delta, Northwest, 

Southwest, and maybe others. Tying the hands of these carriers through 

regulation would strengthen CRS market power and do so in the absence of any 

showing that these marketing agreements are distorting either CRS competition 

or airline ~ompet i t ion .~~ The Department’s focus should be on reducing, not 

bolstering, CRS market power. For these reasons, the Department should 

eliminate mandatory participation in all of its forms as proposed by the NPRM. 

3. The Department Should Allow Discriminatory CRS Pricinq 
As Proposed in the NPRM 

The regulatory ban on discriminatory CRS pricing is also a rule that now 

does more harm than good. It, like the mandatory participation rule, was crafted 

at a time when airline and CRS ownership were intertwined, and it sought to 

address incentives created by airline CRS ownership that no longer exist. 

In banning discriminatory pricing, the CAB cited allegations that airline 

owners were using CRS fees to penalize those carriers that competed the most 

vigorously with the CRS owners. It noted: 

The record demonstrates that some vendors currently charge differential 
prices based on considerations of air transportation competition. . . Thus, 
a carrier ownership of CRS’s would continue to affect air transportation 
competition adversely. , . [The unjust discrimination rule . . . is the minimal 
intervention which should cure the problems of existing pricing practices, 
i.e. vendor prices to individual carriers that are based on air transportation 
competition. 

Dorman Affidavit at 7-9. 36 

31 



49 Fed. Reg. 32540, 32552 (Aug. 15, 1984) At various time, the CAB also has 

expressed concern that the major carriers, most of which had stakes in a CRS, 

could take care of themselves, but smaller, unaffiliated airlines would be the most 

likely to suffer in a discriminatory pricing environment. Id. 

The last twenty years have resolved these concerns. CRSs have 

independent ownership and now pursue their own interests, without regard to the 

interests of their prior owners. Ironically, smaller, new entrant airlines often 

enjoy a stronger bargaining position than their larger competitors that once 

owned the CRSs. The traditional large network carriers still distribute 

approximately 70% of their tickets through travel agencies using a CRS. Given 

their customer volumes and their nationwide networks, they still have no choice 

but to participate in every CRS. As shown above, with regard to these carriers, 

CRS market and pricing power remain largely undiminished. 

The smaller, new entrant carriers, like JetBlue, Frontier, ATA, and AirTran, 

are to varying degrees less reliant on travel agents and CRSs for distribution. 

For these carriers, not participating in one or more CRSs is a very viable 

alternative, just as it has been for Southwest for years. In addition, to the extent 

that consumers perceive these carriers as offering lower prices, their content and 

participation is even more valuable to the CRSs. For these reasons, many 

smaller, low cost carriers are uniquely positioned to obtain the best pricing from 

the CRSs. 

This is not mere speculation. Some CRSs have already developed 

products targeted to low cost carriers, which offer them access to all CRS 
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subscribers, but with booking fees that are approximately half of those charged to 

larger carriers. The CRSs specifically designed these products to include 

requirements, such as one that limits the participant to operating only one aircraft 

type, that have nothing to do with CRS costs, but, instead, serve to prevent the 

large traditional network carriers from buying down. 

For these reasons, the Department’s ban on discriminatory pricing no 

longer protects smaller carriers from the alleged anticompetitive practices of 

larger carriers that once owned the CRSs. In today’s environment, the 

requirement of uniform pricing only serves to forestall negotiation on CRS prices 

and to enhance CRS market power. Price negotiation is a hallmark of any 

competitive market, and market forces will never take hold in the CRS market as 

long as regulation precludes dynamic pricing. 

Indeed, even in 1984, the CAB acknowledged that its ban on 

discriminatory pricing was a significant regulatory intrusion into the marketplace, 

but it concluded that the tie between airline and CRS ownership, coupled with 

CRS power, justified reg~lation.~’ That balance of interests has long since 

tipped in the other direction. As with the mandatory participation rule, the ban on 

discriminatory pricing is a regulation whose justification and time have passed. 

The Department Should Ban CRS Productivitv Based Contracts 4. 

By sharing their supracompetitive profits with travel agencies, CRSs have 

created a business model that protects their market power and inflates airline 

~ _ _ _ _  

37 49 Fed. Reg. 32540, 32552 (August 15, 1984) (“DOJ argues, however, that our 
intervention in CRS pricing may produce inefficiencies that outweigh the benefits of such a rule. 
There is some merit to DOJ’s position. We are sensitive to the risks of distortion inherent in 
government regulation of prices.”) 
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distribution costs. These productivity payments have grown well beyond giving 

the travel agent CRS services for free; they have converted CRS terminals into 

cash machines for the travel agent that now generate up to $1.50 per booking. 

Productivity payments do not reflect any value added by the agent, but rather are 

nothing more than payments to co-opt travel agents into a distribution system 

that is not cost competitive. New distribution channels - even if they offer 

superior functionality and content - are at a significant disadvantage, unless they 

can replace this cash flow generated by supracompetitive CRS fees. 

As long as productivity payments remain an accepted CRS practice, no 

CRS will adopt a low cost strategy, and competitive systems will face an artificial, 

but significant, barrier to entry. At a time when the Internet and new 

technologies are lowering the technological costs of competing systems, CRS 

productivity payments are re-inflating the cost to compete in order to shelter the 

CRSs’ entrenched positions. Alaska Airlines, for example, has contended that 

productivity payments greatly impeded its direct connection initiatives. Even as 

agents have used alternative distribution channels, such as Orbitz or AA.com, for 

access to the lowest fares, productivity payments have given them an incentive 

to create duplicate CRS bookings. 

Accordingly, American agrees with the NPRM that these types of 

payments should be prohibited. The proposed rule, however, is too narrow. It 

prohibits payments or discounts conditioned on a “minimum share” of the 

subscriber’s total transactions. CRSs can easily avoid the intent of the rule by 

simply paying the agent for booking volumes rather than shares. Amadeus’s 
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Profitchoice is just such a program. As long as CRSs can purchase the loyalty 

of travel agents to high cost CRSs, the Department’s proposed rule will be 

ineffective and CRS market power will endure.38 If a competitive CRS market is 

ever going to emerge, the Department must ban incentive payments to agents 

for using one or more CRSs. 

V. American’s Position On Display Bias and CRS Tying 

A. The Department Should Maintain Its Ban On Displav Bias 
And Address Screen Padding Through Code Sharing 

Maintaining the ban on biased screen display is one of the few areas of 

consensus among the commenters. American agrees with the NPRM’s tentative 

conclusion to retain the ban on display bias. No party has been able to show that 

the ban on display bias has hurt airline competition or enhanced CRS market 

power, and as long as CRSs have market power - as they clearly do - they 

should remain an unbiased source of information. 

American also believes that the CRS regulations should address the 

growing problem of screen padding caused by the growing number of code 

sharing flights. Screen padding has long been a problem with the display of 

international flights, and now that United/USAirways and Delta/Continental/ 

Northwest have formed, or are trying to form, major domestic code sharing 

relationships, the pernicious effects of screen padding must be addressed. The 

Department should adopt the EU rule that limits a code share flight to no more 

than two listings. 

Dorman Affidavit at 3-7. 38 
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B. 

A ban on CRS tying of distribution products will enhance competition, give 

The CRSs Should Be Precluded From Tvinq Products 

airlines more options, and preclude CRSs from leveraging their market power 

into new and developing channels. American agrees with the Department’s 

statement that, “an airline should be able to determine how its services should be 

distributed and which firms should be able to sell its tickets.” NPRM at 69392. 

American, thus, supports a ban on tying Internet distribution to the CRSs’ 

“brick and mortar” travel agency services, and a ban on tying domestic and 

international distribution, particularly since CRSs often price these products 

differently. 

If such a rule is adopted, an exception should not be made for airlines that 

own or market an online agency like Orbitz. The evidence does not support such 

a mandatory participation type exception. No showing has been made, nor could 

be made, that Orbitz - or any other airline owned Internet site - has market 

power, as the Department found CRSs did in 1992.39 Thus, the circumstances 

presented by Orbitz are fundamentally different from those that led the 

Department to implement mandatory participation in 1992. Nor has there been 

any showing that the airlines are discriminating against competing online 

systems. The evidence is overwhelmingly to the contrary. EveryFareB and 

American’s agreement with Travelocity prove that American is seeking to 

maximize cost effective distribution - not enhance Orbitz’s prospects at the 

expense of its own. Indeed, in today’s hyper-competitive environment, it is 
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reasonable to assume that all airlines are equally motivated to enhance 

distribution through all cost effective channels. 

Moreover, in originally imposing mandatory participation, the Department 

was concerned with the regional strength of airlines. However, online agencies 

compete on a national, if not worldwide, basis. There is no showing that any one 

airline has market power on such a basis. In fact, Expedia has become the 

world's largest online agency without having access to American's web fares. 

In sum, the Department should prohibit these forms or CRS tying, without 

exceptions. 

VI. 

The Department's proposed new regulation of MlDT content is an 

The Deoartment Should Not Regulate MlDT Content 

improper exercise of the Department's Section 41712 authority. As the 

Department and the courts have recognized, the Department's Section 41712 

authority must be applied in a manner that is consistent with the spirit of the 

antitrust laws. 65 Fed. Reg. 45551,45554 (July 24, 2000). Yet the clear effect 

of the proposed MlDT regulation is to choose one airline business model over 

another, and thereby shelter adherents to the chosen model from competition by 

the disfavored model. Nothing could be more antithetical to the antitrust laws4' 

The objective of the Airline Deregulation Act of 1978 was to remove the 

Federal government from the business of selecting what business and marketing 

strategies should be employed by airlines. The evidence cited in NPRM shows 

39 

online agency with 24% market share, does not have any market power. OIG Comments On DOT 
Study of Air Transportation Services, Number CC-2002-061 (December 10,2002). 

Indeed, the DOT Inspector General has specifically found that Orbitz, as the third largest 
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nothing more than that some airlines -- which have chosen to pursue a low-cost 

strategy and, thus, have not invested in marketing practices that utilize MlDT -- 

would like the Department to competitively disadvantage those airlines that have 

adopted a different marketing strategy that includes investing in MlDT analysis. 

Absent some showing of actual harm to competition, rather than alleged harm to 

competitors, the Department has no authority to put its thumb on the regulatory 

scale so as to advantage one type of competitor over another. As shown below, 

the record contains no such showing of harm to competition. 

MlDT is a valuable source of market information that has been uniformly 

available to all carriers since 1984. As recognized in the NRPM, many carriers, 

including American, have invested significant resources in developing systems to 

process and analyze this data. In the past five to six years alone, American has 

invested over $1 5 million in building systems that utilize this data. American also 

has entered into thousands of contractual relationships that rely on MlDT data. 

These investments and contractual relationships were formed in the light of a 

regulatory history in which the Department had rejected calls to eliminate MlDT 

and had, quite appropriately, openly questioned its authority to prevent the 

airlines from using this data. 1992 Final Rule at 43820. In 1992, the Department 

stated: 

American is only gaining the benefits of its investment in creating a 
program for analyzing the marketing data provided by Sabre and the other 
systems. We see no reason for denying American the use of a program 
that it had the foresight to develop. Any carrier can acquire the same 
data. . . 

~ 

See Brooke Group, Lfd. V. Brown & Williamson Tobacco Corp., 509 U.S. 209, 224 (1993) 40 

(“It is axiomatic that the antitrust laws were passed for the protection of competition, not 
competitors”). 
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Id. at 43789. 

Yet in the NPRM the Department has, on the thinnest of records, 

proposed to restrict MIDT, deprive airlines of the investments they have made in 

information systems, and interfere with potentially thousands of existing 

contracts. This proposed regulation is grossly unfair and certain to introduce 

inefficiencies and unintended consequences into the market.41 

A. The Pro-Competitive Uses of MlDT 

Economists agree that markets generally perform better with more 

information. That general observation is particularly pertinent to the airline 

business. Major airlines operate complex networks where price and capacity 

decisions on one segment ripple through an entire network, making it especially 

important that airlines be able to assess and respond to dynamic market 

conditions. The notion that airline pricing and capacity decisions are based on a 

segment-by-segment reaction to the short term pricing and capacity decisions of 

one or a small group of competitors fails to comprehend modern airline network 

economics. Nonetheless, even if one were to adopt such an inappropriately 

narrow view of airline competition, the assertion that MlDT has allowed the major 

airlines to suppress competition is not supported by any facts. 

Airlines use MlDT for two primary purposes: (1) route planning, and (2) 

administering contracts, such as override contracts with distributors that have 

above average performance and corporate discount agreements. In both 

Dorman Affidavit at 11 -1 5. 41 
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instances, far from suppressing competition, MlDT data serves to strengthen 

competitive forces. 

Even in good times, airlines operate in a highly competitive environment 

and achieve, at best, thin profit margins. Each day, American and American 

Eagle deploy over I100 aircraft, on 41 00 flights, from over 200 cities. 

Determining which city-pairs to operate, at what times, with what equipment, and 

with what frequencies, is an inordinately complex interrelated process, and these 

decisions have great financial and competitive consequences for the airline and 

for the communities it serves. To cite just one example, American’s recent 

resizing and rescheduling of its fleet is expected to reduce costs by $1 billion 

annually. In undertaking this procompetitive initiative, American knew that a 

schedule that did not reasonably match demand could cost it hundreds of 

millions of dollars and significantly diminish its long term competitive position. 

MlDT was a critical tool in this effort. 

American is not alone in using MlDT to deploy its assets more efficiently. 

From the onset of CRS regulation, the Department recognized that MlDT 

improved decision-making, and its rules ensured that all airlines had access to 

this data. By mandating that CRSs make MlDT widely available, the Department 

enhanced the quality of available information, and the result has been more 

competitive markets. 

There are numerous examples of airlines using MlDT to identify new 

markets, expand existing markets, and launch competitive initiatives. In the late 

199Os, American expanded service on the West Coast, largely in competition 
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with United and Southwest. American and United are constantly competing to 

develop a route system that is more attractive to the business community. Late 

last year, Delta reshaped and rescheduled its Dallas/Fort Worth hub where it 

competes against American. In every instance, and regardless of carrier identity, 

MlDT improved the carrier’s decision making and in the process intensified 

competition. 

These, of course, are not good times for the industry, and it has never 

been more important for airlines, like American, to find the right size for their 

network, the best combinations of city-pairs and frequencies, and the most 

effective marketing techniques. Accurate and timely data on demand is 

especially important in this industry because airlines supply a perishable product 

that cannot be inventoried. Potential revenue from empty seats is lost forever 

once a flight departs. Yet, the Department is now proposing to degrade the 

quality of available information, which will inevitably lead to poorer decisions, 

even greater losses, and in the long run less ~ompetition.~’ 

MlDT also offers the most efficient means for monitoring performance 

under travel agent override agreements and corporate discounts. Very few 

issues have been as thoroughly studied and scrutinized by the Department (and 

other government agencies) as have override agreements, and yet in the wake of 

all the inquiry, the Department has never found justification for regulation. This 

lack of regulatory action is not surprising since agreements that reward 

As explained below, providing carriers access to their own information, as proposed in 42 

the NPRM, is no solution. 
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distributors for strong marketing performance are a staple of U.S. commerce. In 

this sense, the airline industry is not in any way unique. 

Indeed, the NPRM states that the Department is “not finding that override 

agreements are anticompetitive.” NPRM at 69404. Thus, override agreements 

will remain a legal part of how airlines compensate travel agents for strong 

performance. Yet, the Department’s proposed regulation is intended, in part, to 

make these legitimate agreements far more costly to administer. At a time when 

airlines are losing millions of dollars every day, a regulation that creates 

increased costs for some competitors is particularly troublesome. 

6.  No Acceptable Justification Can Be Advanced for the Proposed Ban 
and No Evidence Can Be Found to S U R D O ~ ~  It 

The proposed ban on MlDT data does nothing to address CRS issues. 

Instead, it is specifically designed to advantage one group of airlines - the 

generally smaller point-to-point carriers that do not operate large networks and 

have not invested in information systems to utilize available market data - to the 

disadvantage of network carriers, like American, that have made these 

investment in technology. 

The Department has stated that “regulating business conduct is not 

desirable unless clearly necessary“ and that “regulation imposes costs of its 

own.” 57 Fed. Reg. 43780,43783 (September 22,1992). It has acknowledged 

that it may not prohibit conduct simply because that conduct has an impact on 

competition that the Department does not like, 65 Fed. Reg. 45551,45554 (July 

24, 2000), and that regulation should not be designed to “benefit a particular 

competitor.” 49 Fed. Reg. 1 1643, 11 669 (March 17, 1984). The Department’s 
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proposed restriction of MlDT content is a severe departure from these regulatory 

standards. 

The Department contends that “under general economic theory, the 

airlines’ ability to obtain detailed realtime data on their competitors would not 

promote competition.” NPRM at 69403. American strongly disagrees. One need 

not quarrel with Professor Kahn, upon whom the Department seems to rely, or 

his theory that in an oligopolistic industry prices may tend to converge even in the 

absence of any agreement. It may be true that, under some circumstances, 

market participants may be reluctant to cut prices if competitors will likely match 

any reduction and dilute any additional sales stimulated by the lower price. 

However, it may be equally true, under some circumstances, that competitors 

may be reluctant to cut prices if to do so may prompt ill-informed responses 

based on a poor understanding of changing market conditions. Given the 

performance of the airline industry, the later explanation is much more 

compelling. 

Regardless of the merits of Professor Kahn’s opinion, his analysis has 

very little analog in how airlines use MIDT.43 MlDT is information primarily 

concerning market demand. It is not pricing information. MlDT assists airlines in 

determining the most efficient and profitable allocation of their assets. In 

planning their networks, airlines relentlessly seek a greater share of the business 

at the expense of their competitors since in a mature industry, like the airlines, 

that is the only way an airline can grow. The present state of the industry plainly 

Dorman Affidavit at 14-15. 43 
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illustrates that this hyper-competitive drive by airlines for new markets and 

increased market share can often lead to overcapacity and lower prices for 

consumers - exactly the opposite of what concerned Professor Kahn.44 

In fact, Professor Kahn’s concern with price visibility in an oligopolistic 

market argues for maintaining MlDT in its current form. As explained above, 

MlDT is the primary source of information that airlines, travel agencies, and 

corporations use to administer corporate discounts -which are the largest and 

most important segment of airline pricing that is not readily transparent to 

competitors. Regulation that makes this non-public discounting more expensive 

to administer, and therefore less attractive to airlines, creates the wrong 

incentive. 

The other arguments and evidence cited by the Department in support of 

its proposed MlDT rule are equally unconvincing. The NPRM states that several 

airlines “contend that airlines use data to ‘poach’ customers already booked on 

another airline.” @. Since MlDT does not include passenger names it is difficult 

to understand how this alleged ”poaching” has occurred, but, in any event, there 

is no evidence that this problem is so widespread as to justify the costly 

regulation proposed in the NPRM. If poaching is occurring, the appropriate 

response should be a lawsuit or an enforcement action, not a rule that introduces 

profound inequities and inefficiencies into the market. 

Certainly, it is no surprise that some travel agencies and corporations 

would prefer that MlDT not exist. Although they voluntarily enter into agreements 

44 

pricing information. None stand for the proposition that markets are better served when the 
All of the other authorities cited by the Department, such as the ATPCo litigation, concern 
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and accept payments and discounts-from the airlines, they would benefit from 

regulations that made them less accountable for the performance of their 

obligations. That, however, is not a proper regulatory objective. 7992 Final Rule 

at 43820. 

The Department’s primary motivation for this new regulation appears to be 

a desire to protect smaller carriers from competition by larger carriers. But 

Congress determined long ago that regulating competitive practices in the airline 

industry is bad policy, and the Department has acknowledged that it cannot 

regulate competitive practices even if it disagrees with or dislikes that conduct. 

The only exception to these regulatory standards is when the Department has a 

record that clearly shows conduct that violates antitrust laws or principles. That 

showing has not been made. Indeed, the evidence is to the contrary. 

First, the current state of the industry has proven wrong any notion that 

new entrant carriers need assistance from regulation in order to compete. 

JetBlue, AirTran, Frontier, and other small carriers have financially outperformed 

the large network carriers, and in some cases have even been profitable, despite 

the extremely depressed market. The NPRM assumes, but never proves, that 

large network carriers are most prone to misuse MlDT to defend their hubs, but 

AirTran and Frontier have grown up in and outperformed the industry in two of 

the largest, most concentrated airline hubs, Atlanta and Denver. Airtran’s 

financial performance is much better than Delta’s, and Frontier’s largest 

competitor, United, is in bankruptcy. This evident success -which far exceeds 

the quality of any evidence cited in support of this regulation -- debunks any 

competitors have less information about market demand or relative performance. 
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theory that MlDT and override agreements allow large airlines to forestall 

competitive challenges at their hubs. 

Second, even if it were assumed (wrongly) that the smaller carriers 

needed the Department’s regulatory assistance, degrading the quality of MlDT 

does very little, if anything, to assist that (improper) regulatory cause. Most new 

entrants and smaller carriers have adopted Southwest’s strategy of minimizing 

the percentage of reservations coming via high-priced CRSs. They have a much 

higher percentage of direct bookings, and, indeed, this is one of their competitive 

advantages. Since those bookings are not made through a CRS, they are not 

included in MIDT. Simply stated, MlDT gives American a much clearer picture of 

its relative share versus Delta and United than it does against any of these new 

start-up carriers. 

Given these facts, it is not surprising that the record is devoid of evidence 

that a small carrier has been victimized by a larger network carrier’s use of MIDT. 

The Department contends that Legend made this allegation against American in 

an informal meeting with Department staff. Nothing in the record explains how 

Legend tried to substantiate its allegations, which are absolutely false. American 

unequivocally states for the record that it did not use MlDT to identify and target 

travel agencies that were selling Legend’s services. 

The antitrust laws have always prohibited predatory activity. Short of 

illegal conduct, however, the airline industry will remain a fiercely competitive 

industry for carriers large and small. Some carriers will select of a strategy of 

using their size, brand recognition, and established relationships with customers 
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and distributors to compete. Others will use their cost advantages, generally 

newer fleets, and flexibility to compete. The Department should not be placing its 

thumb on the competitive scales. The CRS regulations should remain focused 

on addressing the regulatory concern that led to their creation - CRS market 

power - not straying into the dangerous and inappropriate territory of regulating 

competitive conduct between airlines. 

C. If the Department Restricts MlDT It Should 
Adopt the Least Disruptive Regulation 

As explained above, the Department's proposed restriction on MlDT is 

neither a wise nor valid exercise of the Department's regulatory authority. 

However, if the Department intends to pursue this regulatory path, it should adopt 

the least disruptive alternative that achieves its - albeit improper -- regulatory 

goal. 

The Department's proposed rule of allowing an airline to obtain data on its 

own sales is no solution. That information -- which the airline already has -- offers 

an extremely truncated view of the market and provides no information 

whatsoever concerning potential new markets. Without information concerning 

overall market demand, airlines will find it more difficult to identify new markets or 

to measure the relative performance of their own sales initiatives - objectives 

that even the NRPM recognizes are entirely legitimate. The Department's 

proposed solution also does not alleviate the inefficiencies that would arise in the 

administration of override and corporate agreements. 

If, as indicated by the NPRM, the Department is primarily concerned with 

larger network carriers using MlDT to identify and target agencies that are selling 

47 



the services of new entrants, it should break that information link, but nothing 

more. The Department can achieve that objective by a rule that precludes CRSs 

from giving the airlines the market share of individual competitors at the travel 

agency level. Under this alternative, airlines would be able to see competitor 

market share data at higher levels of aggregation, such as by city or airport code, 

but would be unable to identify which agencies within that geographical area 

were selling the greatest percentage of individual competitors services. Airlines 

would, thus, retain their ability to analyze overall market demand in planning their 

route structure and competitive initiatives, but they could not target individual 

agencies that are directing substantial business to other carriers. 

Also, under this proposal, airlines would be able to see their own (but not 

their competitors’) market share data at the agency level so that they can 

efficiently monitor override and corporate discount agreements. As explained 

above, there is no procompetitive benefit in interfering with contracts that the 

Department has not found to be anticompetitive, or in increasing airline costs of 

administering such contracts. American’s proposed alternative has none of 

those adverse effects. 

These suggested changes address the Department’s stated regulatory 

objectives - as improper as they may be - but mitigate the disruption to airline 

route and marketing planning. It also allows airlines, like American, to continue 

to use the information systems that they developed based, in part, on the 

Department’s long-standing refusal to restrict MIDT. 

VII. Sunsetting the CRS Requlations 
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American is optimistic that CRS market power is on the wane. Although 

that day has not yet arrived, CRS market power is unlikely to be sustained over 

the long term, and American believes it would be a mistake for the Department to 

let another ten years go by before reconsidering the need for the CRS 

regulations. Thus, American proposes a three-year sunset date on the 

regulations, and we encourage the Department to begin soliciting comments at 

least one year before that date. American does not believe the public interest will 

be served by extending the regulations beyond three years in the absence of a 

compelling showing that regulation continues to be needed. 

VIII. Conclusion 

American appreciates the opportunity to comment on the Department’s 

NPRM, and we encourage the Department to act promptly in making needed 

regulatory changes. American firmly believes that if the Department takes action 

on parity clauses and eliminates mandatory participation, productivity payments, 

and the ban on discriminatory pricing, it will accomplish its objective of 

addressing CRS market power without undue regulation. These should be the 

Department’s priorities. 

Respectfully submitted 
A 

Bmp6kJL 
R. BRUCE WARK 
Sen io r Atto r ne y 
American Airlines, Inc. 

March 17,2003 
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As A 
Goes 
Disney Fights 
For Its Crown 

By LAURA M. HOLSON 

GLENDALE, Calif., Feb. 9 - Rarely 
does Hollywood-style glamour spill into 
this suburban Los Angeles enclave. But as 
the animation industry’s elite gathered 
here recently at the Alex Theater to toast 
their favorite films of 2002, champagne 
glasses were clinking. Or was it the sound 
of jagged nerves? 

These are anxious times for film anima- 
tors, whose business is being roiled by 
layoffs, new technology and tension be- 
t een the industry’s longtime leader, the 
faJt Disney Company, and its upstart 

partper, Phar Animation Studios. 
At the Glendale party, Roy E. Disney, 

the nephew of Walt Disney and, for many 
peopIe, animation’s champion and heir, 
seemed cautious about what lies ahead. 

“Since ‘Toy Story,’ there has been a 
change in the perception about what an 
animated film is,” said Mr. Disney, the 
studio’s vice chairman for feature anima- 
tion, referring to the 1995 Pixar hit that 
was the first commercially successful 
computer-generated film. “I hate the word 
’brand,’ but 1 worry that it gets harder for 
us to distinguish ourselves.” 
Mr. Disney has reason to worry. Tomor- 

row, the Academy of Motion Picture Ar t s  

and Sciences will announce nominations 
for the 2002 Oscars, including one for best 
animated feature. And there is formidable 
competition for Disney’s own animation 
unit, once heralded as the gold standard 
with classics like “Snow White” and 
“Bambi,” and in the early 199O’s, “Beauty 
and the Beast” (1991), “Aladdin” (1992) 
and “The Lion King” (1994), still holder 01 
the boxaffice record for an animated film. 

But since the mid-go’s, when Hollywood 
began to embrace computer technology. 
the only rule in animation these days is 
that there is no rule. Instead of the pains- 

Continued on Page 6 

Even as the Big Airlines Struggle, 
Computer Booking System Prospers 

By SAUL HANSELL 

As the airline industry heads closer to 
insolvency, it is no surprise that Sabre 
Holdings, the world’s largest computer res- 
ervations system, is having a tough time. 

Not only is overall travel down, but the 
rapid adoption of Internet travel booking is 
causing an even more rapid decline in the 
number of bookings through travel agen- 
cies, Sabre’s main users. Making matters 
worse, Travelocity, Sabre’s own online 
travel agency, has stumbled, ceding the 
leading position to Expedia. 

But financially, Sabre is doing amazingly 
well. The company, which was.separated 
from American Airlines in 2000, predicts 
that its revenue will fall by only a few 
percentage points this year. And its profit 
margins are still higher in this bleak year 
than airlines achieve even at their best. 
Indeed, Sabre has been able to raise the 
price it charges airlines to book each ticket 
by 3 percent, even as airfares fall. 

Sabre in reality may be doing too well for 
its own good. The airlines have set their 
sights on its highflying profits and are 
seeking to bring them down. 

“They charge exorbitant rates relative 
to the value they add;’ J. Scott Kirby, 
ext?cutive vice president for sales and mar- 
keting of America West Airlines, said of 
Sabre and its rivals. “It is a cost that we 
don’t find justified.” 

The airline industry is fighting a battle 
on several fronts with Sabre and other 
reservations systems. Five big airlines 
started Orbitz, an online travel agency that 
is developing technology to bypass the res- 
ervations systems. Northwest Airlines al- 
ready has a Web site that agents can use to 
book tickets for their clients directly, and 
America West is building one. 

In all these cases, the airlines are press- 
ing travel agents to cooperate by keeping 
their best fares off the common reserva- 
tions systems, an action that undercuts the 
systems’ big advantage - that they give 

- 

Continued on Page 2 Tbe New York Times 
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Even as the Big Airlines Struggle, a Computer Booking System Prospers 
Continued From First Business Page 

agents one screen where they can 
book nearly any travel arrangement. 

At  the same time, the airllnes have 
used their considerable lobbying 
power, persuading the Department 
of Transportation to propose elimi- 
nating some of the rules that help 
Sabre and Its three rlvals - Galilee. 
Worldspan and Amadeus - keep 
their fees up. 

On the other end of this assault is 
Willlam J. Hannigan, Sabre’s chbf 
executive. No stranger to tough con- 
ditions, Mr. Hannlgan served as a 
Navy radioman on a fast-attack sub- 
marine. After a career wlth phone 
companies, he joined Sabre in De- 
cember 1999, on the eve of Its spinoff 
by AMR. American’s parent. 

Things started to deterlorate, with 
business travel in recession and then 
the Sept. 11 attacks and their eco- 
nomic aftermath. Mr. Hannigan re- 
sponded by selling much of Sabre’s 
computer operations to Electronic 
Data Systems and elimlnatlng one- 
third of Sabre’s jobs. 

But he has continued to raise fees, 
rather than cut them as most air- 
lines demand. His strategy is to ex- 
ploit the reservatlons business, a 
cash cow, for as long as he can and 
use the money to build new lines of 
buslness, especially onllne travel, 

The jury Is out on whether this is a 
wlse use of Sabre’s cash. A new hlgh- 
margin hotel product has yet to 
prove that it can revive Travelocity. 
And a $757 mllllon acquisition of 
GetThere, an Internet corporate 
travel site, is still losing money. 
Some investors would rather see Sa- 
bre pay a dlvldend than make more 

acqulsitions. 
But there will be llttle cash for 

anything If the airlines make good on 
thelr pledges to revolt against the 
reservations fees. Sabre has tntro- 
duced one discount program, but In 
general Mr. Hannigan asserts that 
Sabre’s fees are worth every penny. 
Since Sabre mainly serves travel 
agencles that book business travel- 
ers, It sells much more profttable 
tickets than a site like Orbitz that 
draws bargainhunting vacationers. 

“ I  make no apologies for our pric- 
lng structure,” Mr. Hannigan said 
from his offlce in Southlake, Teex He 
said airlines sold $80 bllllon worth of,  
tlckets on Sabre last year and its 
total revenue from those sales was 
$1.5 bllllon, or about 2 percent. 

But the airlines argue that since 
1993, Sabre’s fees have increased in 
some cases by about 20 percent whlle 
airfares have fallen 30 percent. 
Moreover, executives at most air- 
lines say they need to be ui all the 
reservations systems to be available 
to all the travel agents. “We sell over 
$5 billlon a year through Sabre,” said 
Craig Kreeger, vice president for 
sales at American. “If they In- 
creased their fee by 50 percent, I 
would probably have to pay it. I have 
absolutely no leverage.” 

Mr. Hannigan replies that the In- 
dustry practices the alrlines object 
to were all developed when Sabre 
was owned by American and its rl- 
vals were owned by other alrllnes. 
Worldspan and Amadeus are still 
controlled by airline groups. Calileo 
was bought by Cendant In 2001, a few 
vears after It was SDUII off from 

Booking Flights, Collecting Fees 
Sabre and other reservations systems allow travel agents to compare and book flights on m a p  airlines 
Airlines argue that the fees they pay to reservations systems are far too hlgh, particularly because a 
portion of the fee is rebated to travel agencies Here is how it works 

0 A traveler wants to buy a’ 
ticket through a travel agent for 
$500. The agency charges the 

8 The agency uses Sabre 
to search for and book the 
best ticket. 

traveler a $25 fee, in addition to 
the cost of the ticket. 

F . .  

0 Sabre pays a smaller fee to 
the travel agent, of a little over 
$1 a segment, making the 
average fee about $3 

0 The airline pays Sabre a booking 
fee of $4 40 a segment The 
average trip is 2 5 segments, 
making the average fee about $1 1 

always have to take It with a grain of ’ 

salt when they complain about It.” 
And indeed the airlines are partly 

responsible for the current state of 
affairs. Amerlcan started installing I 
Sabre systems in travel agencles in 
1976. At first, Sabre blatantly fa- 
vored Amerlcan flights, listing them 
before more convenient flights from ’ 
other carrlers. In 1984, the govern- 
ment imposed regulations to ensure 
the reservatlons systems treated all 
airlines alike. 

Even after that, the airlines found 

system they used. That Is why the 
4irlines, not the travel agencles, pay 
for the systems. Indeed, the alrlines 
instructed their own systems to woo 
agencies with free computers and 
later, cash payments referred to as 
incentives for each ticket sold 

The reservations systems pald for 
these incentives by raislng the fees 
they charge airlines for each book- 
ing. And because of the way the 
government wrote its rules, the air- 
lines declded they had little choke 
but to Day those higher fees. 

United. 
“It Is a structure that was created 

by the airlines,” he said, “and you 

a kind of “halo effect” - where 
agencles booked more fllghts on the 
airline that owned the reservations 

Sabre says It hasresponded to the 
airlines’ critlclsm wlth a program in 
which It will cut its fees 10 percent 

for any airline willlng to slgn a three- 
year contract and give Sabre access 
to all itk low fares, including those 
that had only been offered over the 
Internet. So far, only US Always and 
a few small forelgn carriers have 
accepted the deal. 

Gallleo has introduced a variation 
on that program that offered a 20 
percent cut in booking fees, but only 
at agencies that agreed to waive 
about half of the Incentive payment. 
In addition to access to Web fares, 
the agency gets extra commisslon on 
some of Cendant’s brands like Avis 
car rental. US Airways and United 
have signed up for that deal. 

Most of the other big airlines say 
that even that the 20 percent cut 
proposed by Gallleo does not go far 
enough. “Sabre and Galilw have the 
most to lose,” said AI Lenza, vice 
president for distribution and e-com- 
merce of Northwest. “They are tak- 
ing baby steps in order to protect 95 
percent of their revenue.” 

American has proposed its own 
program that would have agencies 
pay 50 percent of the booking fees’in 
return for access to Its Web fares. It 
says that 90 agencies have agreed. 

Analysts say It may fall to the 
government sort all thls out. 

“ I  don’t see the two sides coming 
to an agreement,” said Scott Barry 
of Credit Sulsse First Boston. “The 
airlines are from Venus and the res- 
ervation systems are from Mars.” 
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for any airline willing to sign a three- 
year contract and give Sabre access 
to all it> low‘fares, including those 
that had only been offered over the 
Internet. So far; only US Airways and 
a few small foreign carriers have 
accepted the deal. 

Galileo has introduced a variation 
on that program that offered a 20 
percent cut in booking fees, but only 
at agencies that agreed to waive 
about half of the incentive payment. 
In addition to access to Web fares, 
the agency gets extra commission on 
some of Cendant’s brands like Avis 
car rental. US Airways and United 
have signed up for that deal. 

Most of the other big airlines say 
that even that the 20 percent cut 
proposed by Galileo does not go far 
enough. “Sabre and Galileo have the 
most to lose,” said AI Lenza, vice 
president for distribution and e-com- 
merce of Northwest. “They are tak- 
ing baby steps in order to protect 95 
percent of their revenue.” 

American has proposed its own 
program that would have agencies 
pay 50 percent of the bookGg fees‘ in 
return for acdess to its Web fares. It 
says that 90 agencies have agreed. 

Analysts say it may fall to the 
government sort all this out. 

“I don’t see the two sides coming 
to an agreement,” said Scott Barry 
of Credit Suisse First Boston. “The 
airlines are from Venus and the res- 
ervation systems are from Mars.” 

William J. Hannigan, Sabre’s chief, 9 

defends the fees charged airlines. 

Before the airlines commit to long- 
term deals, they are waiting to see 
the final rules proposed by the 
Transportation Department, per- 
haps later this year. The draft regu- 
lations, released last fall, read like 
an airline wish list - allowing big 
carriers to use their bargaining pow- 
er. They would end the rule that 
reservations systems charge all air- 
lines the same fee. And they would 
ban the incentive payments. 

“The proposed new rules would 
significantly weaken the control of 
the reservation systems on the indi- 
vidual airlines,” Mr. Lema said. 

Sabre says that a complete dereg- 
ulation would be fine, but the p m  
posal, which eliminates some rules 
and imposes others, does not create 
the proverbial level playing field. 

“We say ‘Regulate us: that’s fine. 
Or deregulate us;  That’s fine. But we 
don’t want to be stuck in the mid- 
dle,’ ” Mr. Hannigan said. 

Left unsaid is that those most We- 
ly to be disadvantaged are travelers. 
If the airlines go through with their 
threats to pull more of their best 
fares off Sabre and its rivals, it will 
be harder for the agents to find itin- 
eraries at the best prices. 

That is one result. Mr. Kirby con- 
ceded, of America West’s plan to 
bypass the reservations systems. 

“Unfortunately, it will never be as 
convenient for travel agents as the 
current systems.” 

\ i 
i 

I 



EXHIBIT 2 



T 1; PRESIDENTS OF LARGE TRAmL AGEWCES 

61 tOM: MARK PESTRONK 

D hm: FEBRUARY 7,2003 
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Accordingly, I p m p o ~  to draft comments, wblch will be drre Mulch 17,2003, and mply 
c[ men& which Wiil be due May 15,2003, OD behalf of a coa%iiOm of larger agmdcs. We wiIl bc 
m sing DOT to: (a) droQ thr proposal ban on sc-t bonuses or @) jm deregulate h e  W;NU of 
Q 3 GDS cObtiaccts d~g&tr. Since ii is highly unlikely that DOT will adopt the latter come o f  
Y don, h will be p h l a r l y  impartard to show DOTwhy segment bonrucs we Rot anti-compcdtlve. 

'. , c. 



A mpteb and agrtm: 



EXHIBIT 3 



AFFIDAVIT OF DR. GARY J. DORMAN 

I. QUALIFICATIONS 

My name is Gary J. Dorman. I am an economist and a Senior Vice President of National 

Economic Research Associates, Inc. (NEM), where I specialize in antitrust economics. I have 

conducted research on the airline industry during the past twenty-eight years and have published a 

number of articles on the subject. I have been a consultant on airline issues to the World Bank, the 

U.S. Civil Aeronautics Board (CAB) and numerous air carriers. I have testified as an expert 

witness on antitrust issues in the airline industry in various proceedings before the U.S. District 

Courts, the Canadian Competition Tribunal, the European Commission, the U.S. Department of 

Transportation and the U.S. Civil Aeronautics Board. 

I have studied airline computer reservation systems (CRSs) during the past nineteen years 

and have written a number of reports conceming CRSs. I have testified as an expert witness on 

CRSs in various proceedings before the U.S. District Court for the Central District of California, 

the Canadian Competition Tribunal, the Court of Arbitration of the Intemational Chamber of 

Commerce (London), and by affidavit before the U.S. Department of Transportation. My 

qualifications are described in detail in Attachment 1 to this affidavit. 

NERA has been retained by counsel for American Airlines to address certain economic 

issues that have arisen in this proceeding. Over the years, I have provided consulting services and 

expert testimony to American Airlines and to Sabre in various matters. However, the opinions 

expressed in this affidavit are my own, and do not necessarily reflect the views of American 

Airlines or Sabre. 
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11. RECENT CHANGES IN THE INDUSTRY 

A. Changes in the airline business 

There have been important changes on both the demand side and supply side of the 

airline business, particularly since September 1 1,2001. On the demand side, business travel 

has decreased in overall volume while business travelers have exhibited an increased elasticity 

of demand-i.e., greater price sensitivity. On the supply side, there has been rapid worldwide 

expansion of low-fare carriers such as Southwest, AirTran, JetBlue, WestJet, Ryanair and 

easyJet, driving down fares wherever they fly. The combination of these demand and supply 

factors has caused substantial declines in revenues for American and the other traditional 

network airlines. 

B. Changes in the CRS business 

All four of the current CRSs were initially developed and owned by airlines. A 

fundamental change has occurred in the CRS business with the airlines having spun off the 

three largest CRSs to non-airline owners. Sabre is now 100 percent publicly owned. Galileo is 

100 percent owned by Cendant, itself a publicly-owned company. Amadeus is 40 percent 

publicly owned. ' Worldspan's three airline owners-Delta, Northwest and American-have 

recently announced an agreement to sell their entire interest to a newly-formed company that 

has no airline ownership. As a consequence, Sabre, Galileo and Amadeus-soon to be joined 

by Worldspan-no longer share the economic interests of the airlines. They must answer to 

' The remaining shares have been retained by three founding European airlines that currently hold 59.92% of the 
company: Air France (23.36%), Iberia (1 8.28%) and Lufthansa (1  8.28%). See www.amadeus.coden/40/40.is~. 
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public shareowners that expect growing revenues and profits rather than to airline owners that 

want low-cost, efficient distribution systems. 

Another important change in the business is that CRS revenues have shifted away from 

CRS subscriber fees charged to travel agencies and toward CRS booking fees charged to 

airlines. This has become possible due to a shift in the balance of economic power between 

CRSs and airlines, as discussed in subsequent sections of this paper. Important consequences 

have been spiraling “productivity payments” @e., rebates) paid by CRSs to travel agencies, 

sustained by spiraling booking fees paid by airlines to CRSs. This has occurred despite the 

development and growth of a number of less-costly alternatives to the traditional travel 

agent/CRS distribution channel. The reasons are discussed in the following sections. 

111. ECONOMIC FORCES IN THE CRS BUSINESS 

A. Travel agency incentives 

A key feature of the CRS business is that travel agencies select their CRS vendors, but 

it is the airlines that have to pay for those CRS services in the form of booking fees. The travel 

agencies have no incentive to choose among CRSs based on their levels of booking fees 

because the travel agencies do not pay them. In fact, travel agencies’ incentives are opposite to 

those of the airlines because a portion of the booking fees collected by CRSs is typically passed 

back to the travel agencies in the form of rebates. Consequently, higher booking fees can 

translate into higher rebates paid to travel agencies, while at the same time they impose higher 

distribution costs on airlines. 

In this setting, travel agencies have no incentive to “conserve” on CRS services because 

most (measured by volume of bookings) get those services essentially for free. Indeed, travel 
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agencies effectively are paid to use the CRSs because booking fee rebates paid to travel 

agencies generally exceed their CRS subscription fees. Even if the internet could provide 

similar functionality to CRSs with respect to providing information (schedules, fares, seat 

availability), processing reservations (flight bookings, seat assignments, fare collection) and 

producing documents (itineraries, receipts, etc.), travel agents are not likely to use the internet 

unless they are somehow induced to give up their CRS “productivity” rebates. 

It should be noted that travel agents’ heavy use of “free” CRS services closely parallels 

consumers’ heavy use of travel agencies. Under the regime that existed in this industry for 

many years, airlines paid high travel agency commissions. This meant that compensation for 

travel agency services was built into airline fares, whether used by consumers or not. Thus, 

travel agency services were viewed as “free” to consumers. 

With the reduction and eventual elimination of base commissions, travel agencies have 

generally moved to a fee-for-service model. Naturally, these fees have discouraged some 

consumers from patronizing travel agencies, instead choosing lower-cost or free distribution 

services such as third-party and airline websites or 1-800 airline reservation lines. The general 

principle underlying these changes in travel agency compensation is that direct-purchasing 

consumers should not be made to subsidize those who wish to use travel agents, just as 

investors who choose low-cost internet stockbrokers should not be forced to pay higher fees to 

subsidize those investors who prefer full-service stockbrokers. 

B. CRS codes of conduct 

In the 1980s, the U.S. and the EU adopted codes of conduct for CRSs. These rules were 

originally aimed at preventing potential abuses by airlines that owned CRSs, which might take 
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the form of a CRS owner using its position as an airline to disadvantage other CRSs, or an 

airline using its position as a CRS owner to disadvantage other airlines. While there have been 

some modest amendments over the years, the key provisions remain: (1) anti-bias rules 

eliminating computer screen preferences and other forms of discriminatory treatment of airline 

information; (2) mandatory participation rules requiring CRS-owning airlines to participate 

equally in all CRSs; and (3) uniform booking fee rules preventing preferential deals between 

individual airlines and CRSs. 

The separation of ownership of CRSs and airlines has largely removed the concerns that 

fostered these rules. Indeed, the rules are now an impediment to the functioning of normal 

market forces that might otherwise help to limit booking fee increases over time. As discussed 

below, the consequence of the dual requirements of mandatory participation by CRS owners 

and uniform booking fees across all airlines is that no airline has the ability to bargain 

individually for lower booking fees. While the original intent of the rules was to preserve and 

promote competition between CRSs, the current outcome is that they suppress competition 

between CRSs from the perspective of the airlines. 

C. CRS alternatives 

While some travel agency locations use more than one CRS, the travel agency 

subscriber lists for the four CRSs are sufficiently distinct that an airline’s participation in any 

one of the four cannot substitute for its participation in any of the remaining three CRSs. 

Because of these differences among the four subscriber bases, withdrawing from one CRS, 

even if allowed under the U.S. and EU rules, would today almost certainly cost an airline more 

in lost ticket revenues initially than any savings it might achieve on booking fees. And even if 
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an airline could recapture those “lost” bookings through another CRS, its total booking fees 

would not decline because all four CRS vendors charge similar prices. There is no low-priced 

CRS vendor and, under current circumstances, there is no incentive for any of the four vendors 

to lower its booking fees. 

In other industries, suppliers can deal with distinctions in clientele among alternative 

distribution channels by means of differential pricing. This may entail the use of incentives 

such as discounts to convince consumers to change their shopping patterns. It may also involve 

incentives such as promotional allowances to induce retailers or other intermediaries to change 

their distribution practices. These incentives, which often take the form of differential pricing, 

stimulate competition among distribution channels, and consumers in such markets are the 

ultimate beneficiaries. In this industry, however, with the CRS rules and uniform published 

fares across all CRSs, airlines have virtually no ability to influence travel agency CRS choices 

and only a limited ability to influence consumer choices among ticket distribution channels 

(using such methods as web-only fares or online booking bonuses). 

There do exist some substitution possibilities from the airline perspective: direct 

reservations, airline websites and certain third-party websites such as priceline.com. These all 

involve substitution for the entire travel agentKRS distribution channel, not just for CRSs 

alone. While the trend is toward more intemet and direct bookings of airline tickets, it clearly 

has not been sufficient to constrain the ever-rising levels of booking fees charged by the CRS 

vendors. Over time, as American Airlines’ internet penetration increases, it may become less 

important for American to be present to the same extent in every CRS. The CRS rules, 

however, require airlines that own CRSs to participate at the same level in all CRSs. “Parity 

http://priceline.com


- 7 -  

clauses” in the participating carrier agreements between CRS vendors and airlines impose 

similar requirements-even on airlines that do not own a CRS. 

Lower-cost alternatives to the existing CRSs that could be used by travel agencies may 

be unlikely to develop. This is because travel agencies rely on their CRS booking fee rebates 

as a revenue source, and they probably would not use the intemet as a substitute unless they are 

induced somehow to give up those rebates. The escalating levels of rebates that the CRS 

vendors pay to travel agencies suggest that the vendors view switching by travel agencies from 

one CRS to another as a real possibility. This does not, however, demonstrate that switching 

would occur in response to a major airline’s withdrawal from one CRS. It only shows that 

travel agencies may threaten to switch in response to the competing financial incentives offered 

to them by the CRS vendors. 

D. CRS booking fees 

At present, there is no incentive for the CRS vendors to compete by reducing their 

booking fees. A unilateral cut in its booking fee would not result in greater booking volumes 

for an individual CRS, but would reduce its ability to pay rebates to travel agencies. Those 

lower rebates would likely cause a reduction in its travel agency subscribers and thereby a 

reduction in its bookings and booking fee revenues. This disincentive to reduce booking fees is 

compounded by the mandatory participation rule and the requirement of uniform booking fees 

for all airlines. Moreover, given the already high market penetration of CRSs among travel 

agencies, the rebates paid by CRS vendors do not benefit the airlines by automating more 

agencies and thereby enhancing ticket distribution. Instead, these rebates are effectively a zero- 

sum game among CRSs that ultimately transfers substantial airline revenues to travel agencies. 
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American Airlines has no realistic options but to acquiesce to booking fee increases, 

since it has two unattractive alternatives. First, under the existing CRS rules, it could reduce its 

participation level in another CRS-as long as it also did so in Worldspan. (This may be 

prohibited under the "parity clauses" in the participating carrier agreements between CRS 

vendors and airlines.) While this may lower its booking fees somewhat, it is likely to be a poor 

business decision because the loss in revenues from lower ticket sales would probably be 

significantly greater than the savings in booking fees. Second, under the existing CRS rules, it 

could withdraw completely from another CRS as long as it also withdraws from Worldspan, 

which undoubtedly would cause massive revenue losses relative to the booking fees saved. 

Without the combination of the mandatory participation rule and the requirement of 

uniform booking fees, an airline could reduce its level of participation or withdraw completely 

from an individual CRS-or  at least use the threat of doing s e t 0  negotiate for lower booking 

fees. This is what would likely happen in an unregulated CRS market. While there would be a 

significant cost to any major network airline that implemented this strategy, it could put 

pressure on a CRS to reduce its booking fee to that airline, rather than risk lost bookings and a 

possible loss of travel agency subscribers because its CRS service would be degraded. Such a 

scenario might represent a cost-effective strategy to reduce booking fees-but only if a CRS 

could respond by reducing its fee to an individual airline, a practice prohibited under the 

current CRS rules. 

The non-discrimination rule insulates the CRSs from having to negotiate with their 

airline customers, thereby encouraging cartel-like behavior that stabilizes booking fees at high 

levels. Such pricing practices would not likely survive in a competitive marketplace. In fact, 
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volume discounts and individually-negotiated prices are commonplace in many competitive 

industries, and they tend to benefit all buyers by undermining rigid pricing structures that 

would otherwise suppress price competition. The rules that ban them in the CRS business are 

an intrusion on an important market mechanism that ordinarily would help to restrain booking 

fee increases, with the result that all airlines are required to pay high prices. 

Attempts to justify this market intervention often refer to the need to “protect” smaller 

airlines from having to pay higher booking fees than those that the larger airlines might be able 

to negotiate. If the requirement of uniform booking fees were to be repealed, it is not clear that 

smaller carriers would pay significantly more than larger carriers. Although the former may 

lack large passenger volumes, smaller carriers may have similar bargaining strength. This is 

because direct distribution alternatives such as the internet and 1-800 telephone reservation 

lines are close substitutes for travel agents from the perspectives of many of the customers of 

the smaller carriers. Such carriers typically offer mainly point-to-point services, have simpler 

route and fare structures, and do not provide intemational travel-all of which reduce the need 

for travel agency services. 

The most successful smaller carriers derive a high proportion of their revenues from 

direct sales. In other words, the bargaining power of smaller airlines may be based less on their 

passenger volumes and more on their distribution alternatives, and may well be more effective 

than the bargaining strength of larger carriers. Moreover, CRS vendors will want to retain the 

business of smaller carriers because it lowers their CRS unit costs and increases the 

attractiveness of their CRSs to travel agencies. In any event, there is no basis to assume that 

smaller carriers will pay even higher booking fees than those already established by the CRS 
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vendors, or that smaller carriers are best protected by imposing high booking fees on the larger 

carriers. 

Rather than protecting airlines, the uniform pricing rule quashes any incentives for 

CRSs to attract incremental business by offering booking fee discounts for incremental 

bookings. That would represent a pro-competitive CRS practice that is prevalent in virtually all 

other travel-related businesses. The consequence of all these economic factors is that the CRS 

vendors are able to charge high booking fees and to implement annual price increases with few 

competitive constraints. Indeed, there is no evidence that CRS booking fees are related to the 

actual costs of the vendors. 

E. Harm to airlines 

High CRS booking fees harm the airlines, particularly the traditional network airlines 

that distribute a large proportion of their tickets through travel agencies. Increasingly in the 

airline industry, ticket prices are determined by the low-fare carriers that generally bypass the 

travel agency channel in favor of lower-cost distribution channels. The result is that traditional 

network airlines must absorb a substantial portion of the booking fees in order to remain 

competitive on pricing. If they try to pass along the ever-rising booking fees to their customers, 

they will often lose business to low-fare airlines that can avoid CRS booking fees. 

The high booking fees exploit airlines that are in the midst of a financial crisis. The 

recent pattem of severe losses by traditional network airlines must be reversed. Without the 

necessary cost savings, many of these network carriers will disappear. This will be to the 

detriment of consumers, who will have fewer competitive choices, as well as to the detriment 
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of the global transportation network, which cannot be sustained solely through point-to-point 

airlines that have limited route structures and do not interline with other carriers. 

Ironically, the high booking fees are weakening the very carriers that are most 

dependent on travel agencies for distribution. The threat to the survival of traditional network 

carriers is also a direct threat to the travel agencies and the CRS vendors that equip them. 

Moreover, consider the short-term responses by the CRS vendors to the shrinkage of traditional 

carriers and the resulting decline in the volume of CRS bookings. They may react by 

increasing booking fees to even higher levels while raising incentive payments to travel agents 

to gain more of a shrinking pie-therJeby causing the pie to shrink still further. 

IV. INFORMATION AND THE ROLE OF MIDT 

A. Benefits of information 

It is widely recognized by economists that the availability of accurate and timely 

information will generally improve the hctioning of markets. On the supply side of a market, 

better information allows producers to more closely tailor their products (or services) and 

prices to satis@ the needs of consumers. On the demand side of the market, better information 

allows consumers to compare the relative merits and prices of various products (or services) 

and to identify those that best meet their needs. 

This is not to suggest that more information will universally and unambiguously 

improve the hnctioning of markets. First, information is generally costly to collect and 

process, and is subject to diminishing retums. This means that beyond a certain point, the costs 

of providing more information will outweigh the benefits. Second, it is possible to hypothesize 

market conditions under which more information may actually enable, or at least encourage, 
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non-competitive outcomes. One example might be the availability of information about 

competing bids prior to the award of a contract in a sealed-bid competition. Another possible 

example, suggested by Professor Alfred Kahn, was cited in the NPRM (at 69403) and is 

discussed below. 

In the case of the airline industry, the increasing availability to consumers of real-time 

information on schedules, fares and seat availability has unquestionably led to more intense 

competition among airlines. This has been brought about largely through two technological 

revolutions: (1) beginning in the 1980s, the development of CRSs, which provide a wide range 

of airline information to travel agents and, indirectly, to consumers; (2) beginning in the 199Os, 

the development of the internet, which provides a greater breadth and depth of airline 

information directly to consumers. 

0 0 

B. Benefits of MIDT 

One issue raised in the NPRM at 69401-69404 is whether the present composition and 

distribution of MIDT information has had the effect of distorting or suppressing airline 

competition. A preliminary observation is that the industry today shows no signs of a lack of 

competition-prices are low and monopoly profits are nowhere in evidence. Moreover, the 

types of airlines claimed to be disadvantaged by current MIDT practices-particularly smaller, 

lower-cost carriers-generally are outperforming the larger network airlines said to be the 

primary beneficiaries of MIDT. 

Airlines use MIDT for two main purposes: route planning and sales initiatives. For 

network carriers, MIDT constitutes the best available source of data on market demand. It is 

superior to the DOT-mandated origin-destination (O&D) data because of its timeliness and the 



- 1 3 -  

fact that it represents reasonably complete data for the travel agency distribution channel, as 

contrasted with the sample data from which the O&D survey is constructed. MIDT is 

somewhat less useful to low-cost, point-to-point carriers because they generally emphasize 

direct distribution of their tickets. This results in smaller proportions of their passengers using 

travel agents, which is the distribution channel represented in MIDT. 

Accurate and timely data on demand are especially important in the airline industry 

because it supplies a perishable product that cannot be inventoried. Once a flight departs, any 

potential revenue from empty seats is lost forever. Route planners must therefore optimize 

their schedules without the possibility of placing excess product into inventory-an option 

available to most other industries. A diminution in the timeliness, breadth or accuracy of the 

available MIDT data may cause a significant decline in the performance of network carriers, to 

the detriment of their customers as well as their employees and stockholders. 

The second major use of MIDT is for airline sales initiatives, especially travel agency 

incentive (override) programs and corporate discount programs. MIDT is considered to be the 

most efficient way for airlines to monitor their agreements with travel agents, and is used to 

manage some corporate accounts as well. Without access to certain MIDT data disaggregated 

to the level of an individual travel agency, such incentive programs would become more 

burdensome for airlines and travel agencies to administer. The likely consequence is that 

incentive programs would become more costly-and therefore less attractive-to airlines, with 

those higher costs ultimately passed along to travel agents (in the form of reduced incentive 

payments), consumers (in the form of higher travel agent fees) and corporate customers (in the 

form of lower discounts). 
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As recognized in the NPRM at 694404, ovemdes are a valid form of competition with 

analogs in other industries: “We are not finding that override commission programs are 

anticompetitive. Firms commonly may reward distributors for producing higher sales.” Yet 

the NPRM goes on to suggest that “the proposed changes could additionally promote 

competition by weakening the ability of the largest airlines to use incentive commission 

programs that leverage an existing dominant market share to obtain a larger market share.” If 

the Department has now determined that override programs are anticompetitive, then it should 

ban them directly rather than adopting the indirect approach of raising their costs to make them 

less attractive to airlines. Conversely, if ovemdes are not viewed as anticompetitive, then 

adopting rules that raise their administrative costs serves no useful purpose and merely harms 

airlines, travel agents and consumers. 

This issue leads back to the previous discussion of the possibility that more information 

may actually enable, or at least encourage, non-competitive outcomes. As noted above, the 

NPRM (at 69403) includes a lengthy passage from Professor Alfred Kahn: 

[Tlhere is the familiar fact that in an oligopolistic industry, the negotiation of 
special, preferably secret deals with large buyers or distributors in a position to 
threaten to supply their own needs or take their business elsewhere is a 
particularly effective form of competition, reflecting an exercise of 
countervailing power on the buying side of the market, in an oligopoly whose 
members will typically be reluctant to cut prices openly and across the board; 
and that the prohibition of any such special deals or a requirement of their full 
disclosure and equal availability, in advance, to all comers, will discourage it. 

The NPRM (at 69403) cites Professor Kahn’s statement in support of the proposition 

that “keeping fares and sales secret from competitors can further competition in the airline 

industry.” The NPRM does acknowledge that Professor Kahn’s statement was made in a 
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“somewhat different context, the question of the competitive impact of Orbitz and its most- 

favored-nation clause.” Yet it appears to miss the central lesson of Professor Kahn’s statement: 

[Tlhe negotiation of special, preferably secret deals with large buyers or 
distributors.. .is a particularly effective form of competition.. .and that the 
prohibition of any such special deals or a requirement of their full disclosure and 
equal availability, in advance, to all comers, will discourage it. [emphasis added] 

The two key points that apply to this CRS proceeding are: (1) corporate discounts and travel 

agency incentive programs-i.e., secret deals with large buyers and distributors-can be an 

effective form of competition; and (2) a prohibition of such deals-or rules that make such 

deals more difficult to administer-will discourage competition. 

Swom to and Subscribed before me on this 1 Om day of March, 2003. 

Notary Publi6 in and for 
the State of California 
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California): 11/8/89, 11/9/89, 11/29/89 

8. Wendy's International. Inc. v. Peusico, Inc., 
U.S. District Court (Southem District of Ohio), Case No. C2-86-1403, by deposition: 
8/9/88, 8110188 
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9. 

10. 

1 1 .  

12. 

13. 

14. 

15. 

16. 

17. 

18. 

19. 
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Coca-Cola Bottling Company of Elizabethtown, Inc.. et al. v. The Coca-Cola Company, 
U.S. District Court (District of Delaware), Case No. 81-48-MMSY by deposition: 
8/17/88, 12/2/88, 12/3/88; at trial: 12/13/88, 12/14/88; at retrial: 2/15/90 

Pacific Express, Inc. and Pacific Express Holding. Inc. v. United Air Lines, Inc., 
U.S. District Court (Central District of California), Case No. CV 84-5 185-ER (Mcx), by 
declaration: 711 6/90, 1 1/8/90; by deposition: 711 8/90 

Contractors Eauipment Company v. Gehl Company. et al., 
Superior Court of the State of California (County of San Diego), Case No. 614335, by 
deposition: 12/20/90; at trial: 512119 1 

In Re Domestic Air Transportation Antitrust Litigation, 
U.S. District Court (Northern District of Georgia), Master File No. 1 :90-CV-2485- 
MHS & MDL No. 861, by affidavit: 3/1/91, 5/28/91; at hearing: 6/5/91 

Watts Health Foundation. Inc. v. Arthur Andersen & Co.. et al., 
Superior Court of the State of California (County of Los Angeles), Case No. C 657708, 
by deposition: 512919 1 ,  5/30/91 , 611 019 1 , 611 1 19 1 , 612419 1 

In Re Nintendo Antitrust Litigation, 
U.S. District Court (Southern District of New York), Civil Action No. 91 Civ. 2498 
(RSW), by affidavit: 9/12/91; at hearing: 9/26/91 

Taco Bell Com. v. Specialized Bicycle Components. Inc., 
Superior Court of the State of Califomia (County of Orange), Case No. 634983, by 
deposition: 11/13/91 

DM 11. Ltd.. et al. v. Hospital Corporation of America, et al., 
Superior Court of the State of Georgia (County of Muscogee), Case No. 88C-3076, by 
deposition: 9/22/92 

Continental Airlines, Inc. v. b e r i c a n  Airlines, Inc. and AMR COT. and Northwest 
Airlines. Inc. v. American Airlines, Inc. and AMR Corp., 
U.S. District Court (Southem District of Texas), Civil Action Nos. G-92-259 and 
G-92-266, at hearing: 3/1/93; by deposition: 5/26/93,5/27/93; at trial: 7/29/93, 
7130193, 8/2/93 

The State of New York v. The Keds Comoration, et al., 
U.S. District Court (Southem District of New York), Civil Action No. 93 Civ. 6708 
(CSH), by affidavit: 1/19/94 

P.C. Holding. Inc.. et al. v. Arthur Andersen & Co., 
Superior Court of the State of Califomia (County of Los Angeles), Case No. 
VCO1208 1, by deposition: 5/5/94, 5/6/94 



20. 

21. 

22. 

23. 

24. 

25. 

26. 

27. 

28. 

29. 
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The Roman Catholic Bishop of San Diego. et al. v. The Reader's Digest Association, 
Inc. and OSP. Inc., 
U.S. District Court (Southern District of California), Case No. 93-1953 IEG (CM), by 
declaration: 6/4/94 

Noise Reduction, Inc.. et al. v. Nordam Corp.. United-Technologies Corp.. The Boeing 
Companv. et al., 
U.S. District Court (Northern District of Illinois), Case No. 90 C 6497, by deposition: 
12/6/94 

Litton Systems v. Honewell. Inc., 
U.S. District Court (Central District of California), Case No. CV 90-4823 MRP, by 
deposition: 8/14/95, 811 5/95, 8/16/95, 1014195; at trial: 1/8/96, 1/9/96, 1/10/96, 
111 1/96, 1/12/96 

The State of New York v. Reebok Intemational Ltd.. et a]., 
U.S. District Court (Southem District of New York), Civil Action No. 95 Civ. 3 143 
(JGK), by affidavit: 9/27/95 

Blind Design. Inc. v. Hunter Douglas. Inc.. et al., 
Superior Court of the State of Califomia (County of San Diego), Case No. 686230, by 
declaration: 2120197; by deposition: 2/28/97, 3/1/97 

PemiCo, Inc. v. Steak 'n Shake. Inc., 
U.S. District Court (Southern District of Indiana), Case No. IP-95-580-C-B/S, by 
deposition: 8/26/98 

Electric Lightwave. Inc. v. U S West Communications, Inc., 
U.S. District Court (Western District of Washington), Case No. C97-10732, by 
deposition: 1 11 5/99; at arbitration: 2/24/99, 2/25/99 

PeusiCo. Inc. v. The Coca-Cola Company, 
U.S. District Court (Southem District of New York), Case No. 98 Civ. 3282 (LAP), by 
declaration: 1 1/12/99,2/15/00; by deposition: 8/22/00, 8/23/00 

Epicenter Recognition, Inc. v. Jostens. Inc., 
U.S. District Court (Central District of California), Case No. SA CV 99-00195 DOC 
(EEx), by declaration: 6/19/00; at trial: 4/19/01 

United States v. AMR Comoration, American Airlines, Inc.. et al., 
U.S. District Court (District of Kansas), Case No. 99-1 180-JTM, by deposition: 
10/24/00, 12/14/00, 1211 5/00; by declaration: 1/4/0 1 
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30. MetroNet Services Con>.. et al. v. U S West Communications. Inc., 
US. District Court (Western District of Washington), Case No. C00-O013C7 by 
deposition: 1/26/01 

31. Wolens, et al. and Gutterman. et al. v. American Airlines. Inc., 
Circuit Court of Cook County Illinois, Case Nos. 88 CH 7554,89 CH 119,95 CH 982 
(consolidated), by affidavit: 2/14/01 ; at hearing: 4/6/01 

TESTIMONY BEFORE THE U.S. CIVIL AERONAUTICS BOARD (CAB) 
AND THE U.S. DEPARTMENT OF TRANSPORTATION (DOT) 

1 .  Chicago-Midway Low-Fare Route Proceeding, 
CAB Docket #30277, by written testimony: 1/23/78; at hearing: 2/10/78 

2. Transcontinental Low-Fare Route Proceeding, 
CAB Docket #30356, by written testimony: 3130178; at hearing: 4/19/78 

3. California-Nevada Low-Fare Route Proceeding, 
CAB Docket #3 1574, by written testimony: 440178 

4. Application of Eastern Air Lines. Inc. for Approval of Acquisition of Control of 
National Air Lines. Inc., 
CAB Docket #34226, by written testimony: 2/21/79; at hearing: 2/22/79, 2/23/79 

5. Texas International-Continental Acauisition Case, 
CAB Docket #39285, by written testimony: 5/8/8 1 ; at hearing: 511 918 1 ,  5/20/8 1 

6. Pacific Division Transfer Case, 
DOT Docket M3065, by written testimony: 7/16/85; at hearing: 8/12/85 

7. NWA-Republic Acquisition Case, 
DOT Docket M3754, by written testimony: 4/24/86; at hearing: 4/30/86, 5/1/86 

8. U.S.-London Gateways Case, 
DOT Docket #44432, by written testimony: 12/9/86; at hearing: 1/8/87 

9. In Re Comuuter Reservations Systems, 
DOT Docket M6494, by affidavit: 1/4/90 

10. f i t i o n s  System Regulations, 
DOT Docket #OST-96-1145 (49812), by affidavit: 10/2/96 
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TESTIMONY IN OTHER PROCEEDINGS 

1. Testimony before the New York State Senate Finance Committee and Assembly Ways 
and Means Committee, Joint Hearinp on the State Operations and Capital Projects 
Budgets, at hearing: 1/22/86 

2. Testimony before the New York State Senate Finance Committee and Assembly Ways 
and Means Committee, Joint Hearing on the State Ouerations and Capital Projects 
Budgets, at hearing: 1/25/88 

3. Testimony before the Competition Tribunal of Canada, In the Matter of the Combination 
of the Reservec and Pegasus Computer Reservation Svstems into the Gemini Group, 
CT-8811, by written testimony: 3/9/89,3/22/89,4/20/89; at hearing: 4/27/89 

4. Testimony before the Competition Tribunal of Canada, In the Matter of an Application 
by the Director of Investigation and Research under Section 106 of the Competition 
Act. R.S. 1985. c. C-34 to Varv the Consent Order of the Tribunal Dated July 7. 1989, 
CT-8811, by written testimony: 1/18/93, 1/28/93; at hearing: 2/12/93 

5 .  Testimony before the American Arbitration Association, In Re American Airlines, Inc. 
and Association of Professional Flight Attendants. 1994 Interest Arbitration, at hearing: 
1 011 9/94 

6. Testimony before the European Commission, British AirwaydAmerican Airlines 
Alliance, Case No. IVl36.089, at hearing: 2/3/97, 2/4/97 

7. Testimony before the European Commission, BoeindMcDonnell Douglas, Case No. 
IVM.877, at hearing: 6/12/97, 6/13/97 

8. Testimony before the Court of Arbitration of the Intemational Chamber of Commerce, 
London, In the Matter of an Arbitration between Worldspan, L.P. and Abacus 
Distribution Systems Pte Ltd. and others, by written testimony: 12/4/98, 3/5/99; at 
hearing: 511 7/99 

9. Testimony before the Competition Council (Conseil de la concurrence) of France, 
Related to the Concentration between the BoeinP Company and the Jeppesen Group, 
A 333, by written testimony: May 2001; date of hearing: 6/12/01 

10. Testimony before the Competition Tribunal of Canada, In the Matter of an Auplication 
by the Commissioner of Comuetition under Section 79 of the Competition Act. R.S.C. 
1985, c. C-34. as Amended; And in the Matter of the Regulations Respecting Anti- 
Competitive Acts of Persons Operating a Domestic Service, SOR/2000-324 Made 
Pursuant to Subsection 78(2) of the Competition Act; And in the Matter of Certain 
Practices of Anti-Comuetitive Acts by Air Canada, CT-2001/002, by affidavit: 8/3/01, 
8/20/01, 1111 1/02, 11/25/02; at hearing: 1/23/03, 1/24/03, 1/27/03, 1/28/03 
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Press Releases 

1. FD (FAIR DISCLOSURE) WIRE (12.13.02) Event Brief of Sabre Holdings 2003 
Financial Outlook Analyst Conference Call - Final 

. Bill Hannigan, Chairman & CEO . Karen Fugate, VP of IR . Jeff Jackson, 
CFO . Sam Gilliland, President & CEO of Travelocity 

4902 EPS estimate to be in the range of $0.12-0.15 before special items vs. 
previous estimate of $0.20-0.25. Before special items, 2002 EPS forecast 
will be adjusted from $1.85-1.95 to $1.77-1.80. Q&A Focus: Expectations, 
cost reduction programs, Travelocity, etc. 

A. Key Data From Call 1. 4902 EPS estimate = $0.12-0.15 before special 
items. 2. 2002 EPS forecast = $1.77-1.80 before special items. 3. Expected 
EBITDA = $430111. 4. Forecast for free cash flow = $250111. 5. Projected EPS 
for 2003 before special items = $1.78-1.88. 6. On a GAAP basis, EPS for 
2003 = $1.54-1.64. 7. Projected CAPEX for 2003 = $90-100m. 8. Expected cash 
balance at the end of 2003 = $l.lb. 
PRESENTATION SUMMARY 
S1. BUSINESS OVERVIEW (B.H.) 1. 2002 continues to be a challenging 
uncertain time for the travel industry. 2. Earlier in 2002, it appeared 
that the industry had a real momentum and was recovering at a healthy clip, 
but by mid 2002, the recovery had stopped and demand has been disappointing 
ever since. 3 .  TSG expects to see improved revenue picture for all four of 
its companies in 2003, but will continue to be in a demand challenged 
environment. 4. There is a reduced forecast for airline capacity in 2003 in 
spite of GDP growth forecast in 3% range. 5. Expects top line to be a 
better one in 2003, especially Travelocity growing in excess of 40% vs. the 
disappointing low single digit growth in 2002. 
s2. 4Q02 & 2002 PROJECTIONS (B.H.) 1. Low travel demand combined with a 
venture capital write down, deferred revenue in Latin America, and some 
other cats and dogs expected to be taken in 4902 makes it necessary to 
lower 4902 EPS estimate to a range of $0.12-0.15 before special items vs. 
previous estimate of $0.20-0.25. 2.  Therefore before special items, 2002 
EPS forecast will be adjusted from $1.85-1.95 to $1.77-1.80. 3 .  Expects 
2002 total co. revenue growth in the range of negative 3-4%. 4 .  Expects 
EBITDA to be about $430m. 5. Expect free cash flow to be approx. $250111. 6. 
While three of TSG's four companies performed admirably on the earnings 
line in 2002, all four dealt with pressure on the top line throughout the 
year. 7. Aggressive cost management was key for the three full year 
wholly-owned companies coming in at an aggregate 110% of operating earnings 
plan for 2002. 8. On a consolidated basis, TSG will miss its original full 
year earnings target by 2-3%. 9. TSG entered 2002 with a strong BS and exit 
with an even stronger BS. 10. In TM&D, TSG's operating margins grew by 
several points in 2002 in GDS business while maintaining the highest 
customer satisfaction scores in the industry. 11. In Airline Solutions, 
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TSGIs top line revenue grew and operating margins improved from zero to 10% 
in 2002. 12. In GetThere, TSG cut operating losses in half and grew revenue 
by approx. 100%. 13. Travelocity lead the industry in a whole host of 
critical areas, but 2002 was a disappointing year. 14. TSG bought in 
Travelocity during 2402 and quickly put right leaders in place and has 
allocated the investment dollars to take one of the all time great .corns to 
the next level. 
53. 2003 PROJECTIONS (B.H.) 1. The plan does not take into account any 
impacts, which may or may not come from the DOT'S recently announced 
proposed rule making. 2. The plan does not include any assumptions around 
increased hostilities in the world or structural change in the airline 
industry in North America. 3. The impact of possible M&A activities are not 
included in the plan. 4 .  The plan does include several important 
assumptions from industry growth to pricing to investment levels. 5. TSG's 
projected 2003 EPS before special items is between $1.78-1.88. That's 
approx. zero to 5% growth YoverY. 6. On a GAAP basis, EPS is expected to be 
$1.54-1.64 representing mid single digit growth. 7. At TSG level, similar 
to 2002, earnings and free cash flow generation will be very healthy, but 
YoverY earnings growth will be minimal. 8 .  At the holding company level, 
2003 is a second year of weathering the storm and aggressively managing 
costs. 9. It's also a year of more aggressive investment. 
S4. 2003 PROJECTIONS BY SEGMENT (B.H.) 1. Travelocity: 1. Technology 
expenditure will be in $60m range. 2. Will also significantly increase 
advertising spend in 2003. 3 .  Expects to see mid-to-high single digit 
growth in revenue for full year range of $2.1-2.2b. 2 .  GDS: 1. should 
generate operating earnings of approx. $360111 during 2003, but will be 
fairly flat from YoverY top line revenue perspective. 2. Will have 
operating margins shrinking to about 23% due to weak demand and increased 
incentive expense. 3 .  Will also experience technology bubble as the co. run 
systems in parallel during migration to lower cost mid-range base shopping 
system. 4. The full year earnings benefit of this migration will begin to 
show up in 2004. 3 .  Airline Solutions: 1. Should grow revenues by about 
10-15% vs. about 3% in 2002 and maintain operating margins in 10% range. 4. 
GetThere: 1. Should grow revenues in the 25-35% range and once again cut 
operating losses in half. 2. Expects to have its first positive operating 
margin month during 2H03. 5. Travelocity: 1. Should grow revenues by more 
than 40%. 2. Should improve operating margins from a negative 4% to a 
positive 10%. 
55. UPDATE ON DOT NPRM (B.H.) 1. NPRM (Notice Of Proposed Rulemaking) 
addresses distribution overall, but from a TSG perspective, it is most 
focused on the GDS portion. 2. The co. made it clear that it believe the 
proposal put forth by the DOT is flawed. 1. They covers a wide range of 
topics and includes everything from selective regulation to an attempt to 
grab jurisdiction. 3. DOT simply does not have jurisdiction when it comes 
to non-airline owned non-GDSs. 4. TSG will insist on a level playing field 
whether be regulated or deregulated. 
S6. REVENUE OUTLOOK & K E Y  OPERATING METRIC ASSUMPTIONS BY SEGMENT (J.J.) 1. 
Travel Marketing & Distribution (TM6rD): 1. Price and volume continue to be 
the key levers. 2. On the pricing side, Amadeus which is one of the airline 
owned GDSs announced a booking fee increase several weeks ago. 3. Amadeus 
will implement an effective rate that under TSG's analysis, appears to be 
approx. 4.1% globally. 4. Today, TSG is informing its airline customers of 
an effective average global booking fee increase of 2.9% to be implemented 
on 02/01/03. 5. The fee varies by region and by participation level. 6. For 
its hotel and rental car customers, TSG announced a blended price increase 
of approx. 4.8%. 1. This new pricing makes TSG's three-year DCA discount 
offer more attractive to carriers looking for long-term price stability. 7. 
Believes these options provide the right balance for the co. and its 
airline customers. 8. Sabre GDS continues to provide unsurpassed value for 
the distribution dollar. 9 .  On the volume side, TSG has made several 
assumptions based on industry and co. specific trends. 10. Full year 
estimate for total global bookings is down approx. 2-3% from 2002 levels 
and direct bookings are expected to be down 3 - 4 %  YoverY. 11. Important 
elements in these overall assumptions are: 1. Travel industry growth of 0%. 



2. Approx. one point decline in TSGIs worldwide booking share. 3 .  Channel 
shift from GDS business from traditional agency to supplier direct of four 
points. 12. Worldwide booking share assumption is principally due to the 
expectation of share loss in the US. 13. The largest factors are: 1. The 
carryover impacts of gains by competition in the on-line channel in 2002. 
2. The loss of CUC and Cheap Tickets after the acquisition by Cendant. 14. 
Has included a placeholder for deals prepared to walk away from in 2003, 
deals that aren't economically attractive for TSG. 15. This combination 
price and volume assumptions results in flat-to-slight revenue growth 
YoverY. 2. Travelocity: 1. Expecting to show significant improvement in 
operating results for 2003. 1. This improvement will be the result of 
efforts to double merchant sales. 2. This push of merchant content will 
bolster the top and bottom line as the profitability of the merchant model 
is 3-4 times that of commissionable content. 2. Significant revenue growth 
will flow from the introduction of packaging capability beginning in 2Q02. 
3. Expects higher conversion rates from a variety of factors including site 
changes, packaging capability, new products, and increased advertising 
spend. 4 .  In addition, the $5 service fee per air ticket will result in 
$20-30m revenue for the full year. 5. Anticipates overall YoverY revenue 
growth to be in excess of 40%. 3 .  GetThere: 1. Total transaction growth is 
expected to be over 35%. 2. On the corporate side of GetThere, TSG expects 
transaction growth from the existing base and from international expansion, 
direct sales, and sales through distribution partners. 3 .  Anticipates 
YoverY corporate transaction growth of over 70%. 4 .  On the supplier side, 
until mid year, TSG will continue to feel the impact of the loss in 2002 of 
ATA, America West, and National. 5. Therefore, supplier transactions are 
estimated to be down 6% YoverY. 6. GetThere is working towards increasing 
its revenue per transaction by offering additional products and services. 
7. Overall revenue growth for GetThere is expected to be 25-35% YoverY. 4. 
Airline Solutions: 1. Had a very successful year and turned the business 
around in 2002. 2. Expects to reach both revenue and operating earnings 
targets for 2002. 3. Also off to a great start for 2003 as the co. recently 
learned that the Transportation Security Administration will be using TSGIs 
technology to manage its newly formed federal screener workforce. 4 .  TSG's 
resource management systems technology will help ensure that airports have 
the appropriate number of screeners at every security checkpoint, baggage 
screening, and random screening at the gate. 5. Unisys has selected TSG for 
this project. 6. The deal is a three-year contract with expected revenue of 
approx. $ 1 7 m  in the first year and after that there are options to extend 
the contract for up to four additional years. 7. All three segments of the 
airline solutions portfolio, the reservations business, the products and 
service business, and consulting will show growth in 2003. 8. Overall 
revenue growth for Airline Solutions is expected to be in the range of 
10-15%. 
S7. EXPENSES & TECHNOLOGY INVESTMENT STRATEGY (J.J.) 1. TSG has increased 
its revenue per employee from continuing operations by 37% since 1999. 2. 
will continue to tightly manage costs in 2003. 3. YoverY 2003 expenses are 
projected to increase slightly faster than revenue. 4 .  Example includes 
incentive costs. 1. Including incentives paid by TM&D paid to Travelocity, 
average incentives per booking will grow in the high teens YoverY and will 
be north of a dollar per booking. 2. Unbundling agency contracts have 
contributed to this increase. 3 .  However, the progress TSG has made in 
unbundling also has led to YoverY reductions in communications and device 
support costs which in 2003 offsets half of the total increase of incentive 
growth. 5. Another example of cost reduction, the elimination of over 200 
positions throughout TM&D business. 6. Other examples include a broad-base 
salary increase which the co. didn't have in 2002 and will have in 2003. 7. 
Health benefit costs are anticipated to increase over 10% in 2003. 8. The 
transition to the new air travel shopping engine will drive some redundancy 
in data processing costs until all customers are converted to the new 
platform. This conversion is a multi year process. 9 .  This conversion is a 
multi year process. 10. TSG has a keen focus on technology spend and don't 
believe now is the time to cut back on that investment. 11. Total 
technology investment is estimated to be more than $300111 in 2003, which 



includes CAPEX in the range of $90-100m. 12. Travelocity and GetThere will 
be the beneficiaries of 30% of that spend. 1. The ratio of dollar invested 
to top line revenue in these businesses vs. TM&D is over 7:l. 13. Excluding 
CAPEX and maintenance spend, TSG believes over 60% of its product 
development spend will go towards Travelocity, GetThere, shopping, and CRM 
enhancements. 
S8. OPERATING MARGIN ASSUMPTIONS (J.J.) 1. Margin in TM&D is expected to be 
approx. four points lower in 2002, principally due to weak demand and 
increasing incentive COStSr but also ongoing investments in ATSE. 2. 
Travelocity operating margin for the full year is expected to be greater 
than 10%. 3. GetThere should cut operating losses in half in 2003 and will 
achieve a profitable month in 3003. 4. Operating margin for Airline 
Solutions should remain in the 10% range. 5. As a whole, TSG expects over a 
point decline on an adjusted basis due to the weak demand environment, 
growth and incentive expenses at TM&Dr Travelocity product investment, and 
advertising expense. 
S9. CASH FLOW & OTHER EXPENSES (J.J.) 1. Expects cash balance at the end of 
2003 to be approx. $l.lb. 2. EBITDA is expected to be greater than $475m, 
which represents YoverY growth of more than 14%. 3. Free cash flow is 
projected to be greater than $250m. 4. 2003 CAPEX is projected to be in the 
range of $90-100m. 1. This is higher than the 2002 guidance due to the 
additional capital requirements of ATSE as well as other technology 
investments that were discussed previously. 5.  D&A including intangible 
assets associated with acquisitions is estimated to be $135m. 6 .  D&A 
excluding intangible assets from acquisitions is estimated to be $90m. 
QUESTION AND ANSWER SUMMARY 
Q1. Can you give us a sense why we should be so confident that you can get 
such a big snap back in TraVelOCity in 2003? How should we assume we'll see 
it through the year? Is it going to be very back-end loaded in 2003? (James 
Kissane - Bear Stearns) 
A. (Bill Hannigan) It will certainly be ramping up through '03. As we 
talked about before, critical to growing revenues very robustly, are the 
merchant hotel development which is now in place, the architecture 
redesign, the revenue planning and management, and the biggie is dynamic 
packaging. we talked about it before, dynamic packaging is a 2Q initiative 
as far as turn up. 
A. (Sam Gilliland) Couple of things to point out that relates to the year 
and next year, and 1'11 talk a little bit about the ramp up as well. If you 
look at it, pretty simplistically, you'll see that the two drivers for next 
year for us are volume and rate. If you talk first about volume, we do 
intend to drive more site traffic than we have this year. We've talked 
about our increased advertising spend for next year already. We also intend 
to improve our conversion rates. So, examples of that would be the improved 
conversion we've already seen with our new P-cubed technology, which is the 
new air shopping path. Through improved site usability and some of that has 
occurred and we've seen it already with our improved hotel path that we 
rolled out with merchant model hotels. We will roll out a new car-shopping 
path in the first part of the year towards the end of April. Then, dynamic 
packaging in 24, which again we believe will improve our conversion rates. 
On top of all of those things, we will improve the way we merchandise 
products and in particular how we merchandise our hotel products, which we 
think will drive more conversion of hotels. So, that's really the volume 
piece of it. From a rate perspective, we've already talked about the up to 
$5 fee that we'll be charging on many of the airline tickets that we sell. 
But, we will see this ramp up over the course of the year in our merchant 
volumes. We talked about doubling our merchant volumes in air and hotel by 
the end of 2003 and we certainly plan to do just that and we've developed 
very detailed plans to hit that plan. 
Q2. Are you seeing any other airlines looking at the US air deal with 
particular interest? Why is that good for Sabre? (James F. Kissane - Bear 
Stearns) 
A. (Bill Hannigan) We are in active discussions with a couple of airlines 
and again, as we talked about when we rolled out the program in October, it 
really was an opportunity for airlines to lock in longer term pricing and 



for Sabre, it was all about the offset as far as the expectation of 
diminished incentive growth from a macro level, but also the sustainability 
of the traditional travel agency channel and the profitability of the 
traditional travel agency channel. Certainly a travel agency channel will 
continue to generate significant free cash flow for the next several years, 
but taking out beyond that is always interesting to us as well. We also 
talked on our October call about the several different stakeholders in the 
mix. 
43. Just in 4Q, can you talk about what your expectations are for revenue 
in different lines of business? (John Mathis - Goldman Sachs) 
A. The question was for 2003 revenues? 
Q4. No,  for 2002? (John Mathis - Goldman Sachs) 
A. (Jeff Jackson) when we close the quarter out in January, we'll talk 
about the lines business. As we talked about, it's obviously very 
disappointing to miss and demand is a key part of it, but also key is the 
venture capital write down of the deferred revenue in Latin America. Latin 
America is not a great situation right now. Spotty is probably a good 
definition of it as far as the carriers and the economy is concerned. 
45. You had a lot of time to review the current NPRM and I'm just curious 
if it stays in its current state, if you've quantified, what you think the 
impact will be and the timing? (John Mathis - Goldman Sachs) 
A. (Bill Hannigan) We don't expect that it will stay in its current state. 
The last time rules were proposed about 18 months later, the rules that 
came out of the back end were about 180 out from the rules or the proposed 
rules that went in the front end. I expect it's very early in this process. 
The DOT has certainly put on paper what they would like to see and now it's 
the Congress and it's the White House and other stakeholders. Certainly 
we're not, as far as we're concerned, and just about every other player in 
the industry is concerned, the process isn't off to a good start other than 
the fact the constituencies have been heard and the process has already 
been doubled out of the gate. Most aggressive, I would expect to see 
anything being finalized would be mid-summer and I would be surprised if 
that's the case. 
A. Our position on this is that we will just insist on a level playing 
field, regulated or deregulated, the value proposition doesn't change. we 
in our GDS business have the most efficient and highest yielding channel 
that any carrier could possibly go to market with. 
Q6. should we expect any further cost reduction programs? I know you talked 
about stepping up on technology spending but do you have anything in the 
works for further cost reductions this year? (John Mathis - Goldman Sachs) 
A. (Bill Hannigan) In 2003, we will continue to aggressively work costs as 
we have in the past and continue to migrate to e-services for  the various 
ways that we support our customers. As far as the base line is concerned, 
we've reduced our force by about 370 people last week. 
Q7. Could you give us a greater sense of some of the assumptions behind 
your bookings forecasts for 2 0 0 3 1  Specifically, what do you expect in terms 
of system-wide capacity reductions? How should we think about the impact of 
the UAL bankruptcy? Do potential bookings there just get redistributed, or 
are there any other impacts to think about? (David Togut - Morgan Stanley) 
A. (Jeff Jackson) As far as UAL, I would say that's the right bet. The 
contracts have been assumed in just the last 4 8  hours as far as the TSG 
contracts are concerned with UAL. They have been very adamant about 
continuing to fly through bankruptcy. At the same time, many carriers, 
including UAL have talked about reduced capacity and certainly we have 
cranked that into our model. So, as you know, in the past we've talked 
about GDP times 1.2 GDP forecast are running about three. Our assumption is 
that then you met up against what the carriers are saying about capacity. 
We took the number to zero. The latest and greatest we've seen on capacity 
is a number in the zero range, so that's why we have (Indiscernible) that 
so far. AS far as other contributors, we talked about channel shift of 
around 4 % ,  which is a like number to the past two years. 
A. (Bill Hannigan) The way we build it up first of course is to look at 
travel industry growth, which is of course the biggest wild card. We're 
planning on zero. You can see data that would suggest it might shrink. You 



(Larry Robinson - Glenview Capital) 
A. Our expectation is that there would be a lag in it, but that it would 
dampen incentive growth from a macro perspective as far as less money in 
the system. we talked earlier not that I would necessarily buy the direct 
trade-off, but price increase and incentive increase, they're like numbers. 
tertainly, the travel agency community knows what the price is in the 
marketplace, what the price incentive is in the marketplace, and it fuels 
acquisition and retention costs in the travel agency channel. We also would 
expect to dampen channel shift with all fares, all data available in the 
traditional travel agency channel, your expectation wouldn't be necessarily 
4-5 points of shift as we've seen over the last several years, but maybe a 
dampening of that. Each point of shift is worth $6-9m from an earnings 
perspective as well. We didn't talk about the technology bubble and 
technology bubble expense in '03 as we migrate to the midrange systems is a 
pretty meaningful number in 15-20% range from a YoverY perspective, '03 
over '02, and you start calling (Phonetic) that back in '04. when you're 
stacking up costs and YOU look at a company our size, certainly things like 
salary increases add up. 
Q19. Can you just help me understand why it makes sense to spend 1,300 bps 
of price in order to recapture 200 bps of volume? How does that trade make 
any sense? (Larry Robinson - Glenview Capital) 
A. It's all about the sustainability of the model, the expectation of what 
does and doesn't happen incentives in concert with several other 
initiatives already underway. It also goes to a recognition of the DOT 
getting very involved in distribution in our industry and creating a 
platform that allows us to increase price when at the same time putting it 
off on the marketplace it allows the airlines to get what they've been 
asking for, which is price stability. 
420. You're going to end up with a $l.lb in cash at the end of next year 
and $700m in cash net of debt. I know you've talked about strategic 
acquisitions, but the business even in a year as difficult as '02 generated 
$250111 of free cash flow. There aren't any conceivable set of circumstances 
that see out there that would have you being cash users in any particular 
period other than for things such as acquisitions. why doesn't share 
repurchase or meaningful dividend make sense relative to $18 stock price 
when it made sense with $24 stock price? (Larry Robinson - Glenview 
Capita 1 1 
A. You're right. $250m is also the number for free cash flow for '03. I 
expect that you're right as well that we are not a user of cash except for 
M&A and we will continue to keep an eye on the stock buyback side. At the 
same time the only variable you didn't mention was the rainy day fund based 
on what's going on in the world in the industry right now. 
421. Can you tell us exactly what type of bookings on Travelocity are going 
to generate this $5 fee? what portion of total bookings those would have 
been in '02 that would have generated a $5 fee? (Jennifer Bergen - Merrill 
Lynch) 
A .  Our expectation is that the incremental $5 fee will be on non-package 
non-merchant tickets. 
Q22. That's the majority in '02. What portion bookings should that be in 
'03? (Jennifer Bergen - Merrill Lynch) 

A .  The majority. 
Q23. It seems like you are implementing the $5 service fee. Is that being 
pretty much completely offset by increased advertising for Travelocity? It 
seems like that should be much more additive to 2003's margins and earnings 
than it's going to be. (Jennifer Bergen - Merrill Lynch) 
A. I wouldn't give you that number because I don't want to give you the add 
budget number because that's pretty strategic. 
A. We have made an assumption for some small volume decline in our plan 
based on putting the fee out there. So, we're not going to disclose what 
that is, but we've made an assumption for some volume declines based on 
implementing the fee in the process. 
424. what do you mean by volume declines? (Jennifer Bergen - Merrill Lynch) 
A. (Sam Gilliland) I think because the on-line channel is a price sensitive 
channel, we expect there could be some shift to alternatives. It's not 



dramatic, but certainly we've not modeled it that way, but it's something 
that we wanted to include in our plan for 2003. 
A. (Jeff Jackson) Especially price sensitive on a published component 
basis. 
Q25. On the loss of market share, I guess both toward GDS and to Direct 
connect, on the Direct Connect, are you already seeing an effect? If so, 
how are you modeling that 4%? On the market share, is there a particular 
GDS that's taking share from you or is this just a general comment? (Ahmet 
Meta - Crestwood Capital) 
A. (Bill Hannigan) As far as 2002 is concerned, the share loss was almost 
purely accounted for by Orbitz using Worldspan and by Cendant acquiring a 
couple of customers, CUC and Cheap Tickets, and our expectation of those 
bookings moving to Cendant's Galileo systems as you would expect period. 
A. (Jeff Jackson) We gained share in the brick and mortar channel in 2002. 
A. (Bill Hannigan) We haven't seen anything meaningful on Direct Connect 
side, but the four points of shift accounts for anything that would fall 
into that category. 
426. On Travelocity, obviously you're projecting a pretty good growth for 
2003. How much of that is just overall industry growth and how much of that 
do you see maybe taking share away from some of the other big players? Are 
you going to provide any indication of a break out between merchant and 
airfare so we can sort of evaluate you vs. the other guys? (Ahmet Meta - 
Crestwood Capital) 
A. (Sam Gilliland) We do expect growth in the on-line channel in 2003, but 
we also expect to take share. That's built into our plans. As it relates to 
the merchant element of the business, we do plan to provide you with more 
detail in the future about how that breaks out. 
A .  We have broken that out in the past. It will just be a bigger number 
going through '03 on the merchant side. 
427. what's the difference in the price increase, if any, will be between 
your basic level of service and the premiere level of service for the GDS? 
(Tom Underwood - Legg Mason) 

A.  (Bill Hannigan) I think we're at 3.1-3.2 on the BCA level which is the 
highest level of connectivity. 
Q28. what about just the basic level? (Tom Underwood - Legg Mason) 
A. (Bill Hannigan) 4%. 
Q29. What's going to be the approximate size of the VC write down in 441 
(Tom Underwood - Legg Mason) 
A. (Bill Hannigan) 3.5-5. 
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year 2000, and because o f  the dot com there was 

tremendous demand for those types o f  people, and t h e i r  

salar ies escalated wel l  i n  excess o f  f i v e  percent a year. 

AS w e l l ,  I th ink  we've had a l i t t l e  b i t  o f  discussion i n  

t h i s  courtroom -- heard a l i t t l e  discussion about 

incentives. 

t rave l  agencies t o  use the sabre GDS, one way we compete, 

i n  addi t ion t o  our technology, i s  on pr ice.  we ac tua l l y  

share back a por t ion of the booking fee with the t rave l  

agencies, and i t ' s  something tha t  we c a l l  incentives. 

our incent ives i n  the uni ted states have increased a t  an 

average annual ra te over the past f i v e  years o f  30 

percent, w e l l  i n  excess o f  the booking fee increase tha t  

we pass along t o  the car r ie rs ,  and we've been able t o  

keep - -  and tha t  incentives are our s ingle largest  l i n e  

o f  expense and accelerat ing a t  a rapid rate. 

able t o  hold the booking fee increase down tha t  we pass 

along t o  the car r ie rs  because we've been very aggressive 

on the cost side i n  p u l l i n g  costs out o f  our business. 

when we compete f o r  business t o  get 

we've been 

Q Have you ac tua l l y  reduced management and 

operations people i n  your area t o  help t o  t r y  t o  keep 

costs down? 

A I n  my organization since 1999, we've reduced 

our head count by 44 percent, from 810 people t o  450 
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people as we've re-engineered the way we serve our 

customers, and, again, i n  an e f fo r t  t o  keep focus on our 

costs so we don't  have t o  ra ise booking fees.as much t o  

the carr iers .  

Q Did there come a time when a i r l i n e s  reduced and 
Page 8 



AA22503A.tXt 

v o l  a t  i 1 e. 

Q 

basis? 

And t h a t  means i t  changes sometimes on a d a i l y  

A Yes. 

Q 

pub1 i c, aren' t they? 

web fa res  are very important t o  the  t r a v e l i n g  

A As I ' v e  sa id  before, t rave le rs  always want t o  

ge t  t he  best fa re .  
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Q I t h i n k  the  way you've sa id  i t  before, which I 

though was very p i t h y ,  was everybody l i k e s  low pr ices .  

A Sure. 

Q And the  f a c t  i s  t h a t  web fares are o f t e n  the  

lowest p r i ced  way t o  take an a i r l i n e  t r i p ,  a r e n ' t  they? 

A Often times they are. 

Q I t  would h u r t  t he  t r a v e l i n g  pub l i c  i f  web fa res  

went away, wouldn't i t ?  

A Not necessar i ly .  

Q From Sabre's perspective i t  wouldn't 

necessar i l y  be so bad i f  there weren't any web fa res  i n  

the  world, i s n ' t  t h a t  r i g h t ?  

A That 's r i g h t .  

Q Now, Sabre has a web s i t e ,  doesn't i t ?  

A Yes, we do. 

Q I t  has some very sophis t icated computer 

systems, doesn't  i t ?  

A Yes, we do. 

Q sabre pro tec ts  i t s  computer systems and i t s  

data on i t s  computer systems. 
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doesn't plan t o  use the u . c o m  data re t r iever ,  does i t ?  

A I n  other in ten t iona l  markets, t ha t ' s  correct .  

Q A l l  r i g h t .  And sabre w i l l  pay the f u l l  l icense 

fee t o  Farechase, even though i t ' s  not using the AA.com 

data re t r i eve r  i n  any in tent ional  market other than 

Canada, r i g h t ?  

A I don't know. 

Q You're not sure whether Sabre's going t o  pay 

the  l icense fee? 

A You seemed t o  imply tha t  there would be a 

we're obviously going t o  pay whatever we've change. 

contractual 1 y agreed t o  pay. 

Q Now, there are other data re t r ievers tha t  sabre 

i s  not using w i th  t h i s  FareChase product, i s n ' t  there? 

A I don't know. 

Q sabre i s  not using the data re t r iever  for 

southwest A i r l i nes '  web s i t e ,  i s  i t ?  

A I ' m  not sure. 

Q w e l l ,  i n  your deposit ion you t o l d  me tha t  a t  

some point  a decision was made -- a corporate decision 

was made a t  sabre not t o  scrape AA -- excuse me, 

southwest a i  r l  i nes ' web s i t e .  

A That was my understanding. Again, I don' t  have 

a hundred percent cer ta in ty  o f  knowledge tha t  t ha t ' s  the 
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case. 

Q Now, Southwest is one o f  the successfully 

competing a i r l i n e s  r i g h t  now out i n  the market, i s n ' t  

i t? 

A Yes. 
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MR. WALLACE: Judge, I'm going t o  object  

on relevancy grounds as t o  what they are 

or  are not doing w i th  Southwest A i  r l i  nes. 

I don' t  see what tha t  has t o  do w i th  t h i s  

hearing . 
MR. YETTER: Part o f  t h i s  hearing, Your 

Honor, was FareChase and sabre's argument 

tha t  i f  they couldn't  use the M.com data 

re t r iever ,  i t  would t o t a l l y  d isrupt  a l l  

t he i  r plans and they would be impacted and 

hur t .  

another very s i  gni f i  cant a i  rl i ne t o  

search the i  r -- tha t  a i  r l  i nes ' s web s i  t e  , 
southwest.com, i s  d i r e c t l y  responsive t o  

the point  t ha t  they have brought up i n  

t h i s  hearing . 
THE COURT: A l l  r i gh t .  Overruled. I 

agree. Let 's  go ahead, i f  she knows the 

answer. 

The f a c t  t ha t  they are not using 
. 

A I ' m  sorry. can you question the question 

UNEDITED ROUGH DRAFT ONLY 

agai n? 

MR. YElTER: Ms. Court Reporter, could you 

read back t h a t  l a s t  question fo r  us? 

I remember what i s  i s .  

THE COURT REPORTER: okay. 

Q (BY MR. YETTER) It was actual ly  a lead-up 

question, MS. Keszl e r  . southwest has been successful 1 y 

competing i n the t rave l  business 1 ate1 y , ham ' t i t ?  

A Yes. I think  I said yes t o  tha t  question. 
Page 119 
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Q And i t  has been doing t h a t  f o r  sometime, hasn' t  

it? 

A Yes. 

Q southwest i s  one o f  those l o w  cost c a r r i e r s  

out there,  i s n ' t  i t ?  

A Yes. 

Q And i t  always one o f  those l o w  f a i r  ca r r i e rs ;  

i n  other words, t h e i r  p r i ces  are low? 
A 

fares.  

They're a l o w  cost  c a r r i e r  and they have low 

Q They don ' t  p a r t i c i p a t e  i n  every GDS, does i t ?  

A That 's r i g h t .  They p a r t i c i p a t e  i n  sabre. 

Q Sabre's the  on ly  GDS t h a t  Southwest perhaps i n ,  
1 i s n ' t  i t ?  

A That 's correct .  

Q sabre i s  a very important c l i e n t  t o  Sabre, 
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i s n ' t  i t ?  

A 

Q 

southwest i s  a very important c l i e n t  t o  Sabre? 

southwest i s  a very important c l i e n t  to sabre, 

i s n ' t  i t ?  

A ~ l l  o f  our customers are important t o  us. 

southwest i s  c e r t a i n l y  important t o  us. 

Q And Southwest -- i f  sabre got southwest upset, 

Southwest might p u l l  i t s  business from Sabre, couldn ' t  

i t? 

A They could.  

Q ) southwest doesn't  p a r t i c i p a t e  t o  the  same 

extent t h a t  Amer i  can A i  r l  i nes pa r t i c i pa tes  i n  the sabre 

system, does it? 
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THE COURT: You have t o  rephrase. You 

meant southwest 

MR. YETTER: I ' m  sorry. 

Q (BY MR. YElTER) So i f  southwest walked away 

from the GDS's en t i re l y ,  t ha t  would only a f f e c t  a small 

percentage o f  i t s  t i c k e t  sales, wouldn't i t ?  

A A smaller percentage. Again, I ' m  not sure tha t  

i t ' s  small. I th ink  i t ' s  s t i l l  a decent percentage o f  
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the i  r bookings . 
Q Less than 20 percent, i s n ' t  i t ?  

A I don't know. 

Q American's i s  more than 65 percent, i s n ' t  it? 

A I believe Mr. Kreger t e s t i f i e d  t o  that .  Again, 

I don't have any data on e i the r  o f  those. 

Q Now, ear ly  on, sabre understood tha t  there was 

a r i s k  tha t  i t  would have t o  disable the  u . c m  data 

re t r iever :  i s n ' t  t ha t  true? 

A I don' t  know. 

DO you have p l a i n t i f f ' s  Exhib i t  205 i n  

f ron t  o f  you. 

THE COURT: L e t ' s  take a seven-minute 

break. 

t ha t  r i g h t  quick. 

she's got t o  change out tape and s t u f f .  Let 's  do 

(Recess taken. 1 
THE COURT: We're back on the record. For 

the record, a l l  par t ies  and a l l  attorneys are present. 

M r .  Yeqter, you were asking Ms. K e S Z l e r  

some questions . 
MR. YE'TTER: Yes, Your Honor, but we might 

Page 122 



1 

AA22503A.tXt 
l i a b i l i t y ,  so there 's  no question they ' re  both long-term 

contracts.  

Q Sabre l i k e s  people t o  s ign long-term contracts 

w i t h  sabre, obviously? 

A sure. 

Q sabre doesn't l i k e  t r a v e l  agents t o  s ign 

long-term contracts  w i th  American? 

A No, I d i d n ' t  say tha t .  

Q I n  fact ,  sabre's p o s i t i o n  i n  t h i s  courtroom i s  

t h a t  i t  would j u s t  as soon see American's EveryFare 

program go away? 

A I don ' t  know t h a t  a Sabre person has sa id t h a t  

i n  t h i s  t h i s  courtroom. 

deposi ti on. 

I t h i n k  I said t h a t  i n  my 

Q Well, you are a Sabre person, MS. Keszler, and 

l e t  me ask you t h a t  d i r e c t l y ?  would you, MS. Keszler, as 

the  head o f  the  t r a v e l  agents f o r  sabre and North 

America, would you as j u s t  soon see American's EveryFare 

program go away? 
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A .  Yes. 

Q Now,  Sabre will surv ive i f  i t  cannot use the 

u .com data r e t r i e v e r ,  i s n ' t  t h a t  r i g h t ?  

A Yes. 

Q Sabre w i l l  even t h r i v e  i f  i t  cannot use the 

m.com data r e t r i e v e r ,  i s n ' t  t h a t  r i g h t ?  

A I don' t  know, poss ib ly .  

Q 
1 

Sabre i s  prepared t o  drop the AA.com data 

r e t r i e v e r  i f  t h i s  Court so orders; i s n ' t  t h a t  t rue? 

A I don' t  t h i n k  we have a choice i f  the  court so 

Page 140 



___  _ _  - _- - _ -  
~ . ____ 

Schol l  . t x t  
UNEDITED ROUGH DRAFT ONLY 

0 

Page 228 o f  302 

DOT ca l l ed  GDSS? 

A Yes. They re la ted  t o  the  DOT ru les  i n  the 

un i ted  s tates.  

Q And would i t  have been poss ib le  to simply 

def ine GDS had you wanted t o  as one t h a t  i s  def ined t h a t  

way by t h e  Department o f  t ranspor tat ion? 

A Yes, i t  could have been def ined t h a t  way, but  

-- and we contemplated t h a t  a t  American A i r l i n e s  when we 

wrote t h i s  agreement, but  we decided t h a t  t h a t  -- and 

there i s  a lengthy d e f i n i t i o n  i n  those -- i n  those 

regulat ions o f  what a CRS o r  a GDS i s .  

t o  use i t  f o r  a v a r i e t y  o f  reasons and t o  use t h i s  one 

instead. 

But we chose not  

Q NOW, what I ' m  going t o  do, I ' m  going t o  go 

through and read some o f  these t h i s  and I ' m  going t o  ask 

you questions as t o  whether -- you're f a m i l i a r  w i t h  

o r b i t z ,  are you not? 

A Yes, I am. 

Q I ' m  going t o  ask you whether o r  not  you know 

whether o r b i t z ,  the  way they operate and the  services 

t h a t  they o f f e r  would q u a l i f y  -- would -- does these 

th ings  under t h i s  d e f i n i t i o n  o f  GDS. 

A A l l  r i g h t .  

Q F i r s t  o f  a l l ,  i t  says "GDS sha l l  mean a 

global  d i s t r i b u t i o n  system." I s  -- does o r b i t z  operate a 
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global  d i s t r i b u t i o n  system? 

A They' r e  avai 1 ab1 e anywhere on the  wor ld wide 

web and they operate and market i n  areas outs ide the  

.un i ted  s tates as we1 1. 

Q 
personnel . ' I  

"TO the  extent  t h a t  i t  i s  used by non a i r l i n e  

Is i t  used by none a i r l i n e  personnel? 

A Yes, i t ' s  used by non -- 
Q who's i t  used by? 

A I t ' s  used by i nd i v idua l  t rave le rs ,  i n  some 

cases by t r a v e l  agents. 

Q "And GDS c o l l e c t s ,  stores,  processes, 

d isp lays and d i s t r i b u t e s  informat ion through computer 

terminals . "  DOeS Orb i t z  do tha t?  

A Yes, i t  does. 

Q " In format ion concerning a i  r and ground 

t ranspor tat ion,  lodging and other re la ted  products and 

services o f fe red  by t r a v e l  suppl iers . "  Does o r b i t z  do 

tha t?  

A Yes. I t  does a l l  o f  those th ings.  

Q " I n  which enables subscribers t o  reserve o r  

otherwise conf i rm the  use o f  o r  make i n q u i r i e s  o r  obta in  

in format ion i n  r e l a t i o n  t o  such products and services."  

Does Orb i tz  do tha t?  

A Yes, i t  does a l l  of those things. 

Q "And and/or issue t i c k e t s  f o r  the acqu is i t i on  
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o f  or use o f  such products." And t h a t ' s  an and/or. Does 
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From : "Timothy F. Hannegan" <hannegan@wexlerwalker.com> 
TO : "'Greg Sivinski'" <greg.sivinski@aa.com> 
D a t e :  12/16/02 10:27AM 
Sub j ect : 

Business Travel News (12.13.02) Sabre Unveils Price Hike For '03 

DECEMBER 13, 2002 - -  Global distribution system Sabre today said it will 
increase by 2.9 percent the average global booking fee for 2003, effective 
Feb. 1, matching Amadeusl previously announced increase, but less than the 
average 4.1 percent increase that Sabre executives claimed Amadeus actually 
would implement. Sabre's air booking fee increase will vary by region and 
level of supplier participation. 

"The price increase recognizes the stress in the industry," said Sabre 
chairman and CEO Bill Hannigan during a conference call this morning. "Our 
price increase is lower than airline-owned Amadeus' own price increase. Our 
view is that their North America price increase is in the 6 percent range 
and ours is just above 3 percent." 

Hannigan added that those carriers opting to follow US Airways into the 
highest level of GDS participation--Sabre's Direct Connect Availability 
three-year option--will have an effective price discount of 13 percent come 
Feb. 2, versus the 10 percent originally available. He said Sabre is in 
"active discussions with a couple of airlines" regarding that DCA option, 
first implemented by US Airways. 

Sabre also announced a 2003 "blended price increase" of 4.8 percent for car 
and hotel customers. 

Sabre/Interesting Reading 

The company expects improved 2003 performance for all its operations. 
GetThere, for example, is projected to log revenue growth of 25 percent to 
35 percent year over year, with total transaction growth of 35 percent. 
Specifically, corporate transactions are expected to jump 70 percent 
through growth from existing clients, international expansion and direct 
sales. 

Travelocity is expected to increase revenues by 40 percent after 
single-digit growth this year. Sabre is seeking to double merchant sales, 
which it said is three to four times more profitable than commissionable 
content. 

Sabre also anticipated its Airline Solutions business will grow revenue 10 
percent to 15 percent. That division will handle a new three-year contract 
with the Transportation Security Administration to manage the federalized 
screener workforce. 

Meanwhile, Sabre lowered financial forecasts for the fourth quarter and 
full-year 2002. Full-year revenue is expected to be about $2 billion, down 
4 percent year over year. For 2003, full-year revenue is projected to rise 
between 4 percent and 9 percent. 

"While we expect to see an improved revenue picture in each of our four 
businesses in 2003, all indications are that the industry will continue to 
be demand-challenged," said CEO Bill Hannigan, noting that Sabre 
anticipates total global bookings next year to decline 2 percent to 3 
percent with 0 percent overall capacity growth. Hannigan added that 2003 
forecasts do not take into account potential M&A activity, hostilities 
around the world or structural changes to the North American airline 
indus try . 
Also not factored in was the U.S. Department of Transportation's recent 
notice of proposed rulemaking on GDS regulations, which Hannigan termed, 
"flawed, from selective regulation to an attempt to grab jurisdiction. DOT 



simply does not have jurisdiction when it comes to non-airline-owned GDSs.Ii 

Hannigan added that DOT'S proposal is not likely to stay in its current 
state and the most aggressive estimate of when the new proposals will be 
finalized is mid-summer. "The process is not off to a good start. We will 
insist on a level playing field, regulated or deregulated. 

Sabre executive vice president and CFO Jeff Jackson said the GDS 
experienced a 4 percent channel shift to airline supplier-direct channels, 
notably Orbitz. "We anticipate a decline of one point in our share of the 
GDS channel, principally driven by the impact of things that happened in 
2002,vi Jackson added, citing Cendant's acquisition of Galileo. "We do not 
expect a share shift in the brick-and-mortar channel." 
++++++++++ 
Press Releases 

1. FD (FAIR DISCLOSURE) WIRE (12.13.02) Event Brief of Sabre Holdings 2003 
Financial Outlook Analyst Conference Call - Final 

CORPORATE PARTICIPANTS . Bill Hannigan, Chairman & CEO . Karen Fugate, VP of IR . Jeff Jackson, 
CFO . Sam Gilliland, President & CEO of Travelocity 

4Q02 EPS estimate to be in the range of $0.12-0.15 before special items vs. 
previous estimate of $0.20-0.25. Before special items, 2002 EPS forecast 
will be adjusted from $1.85-1.95 to $1.77-1.80. Q&A Focus: Expectations, 
cost reduction programs, Travelocity, etc. 

A. Key Data From Call 1. 4Q02 EPS estimate = $0.12-0.15 before special 
items. 2. 2002 EPS forecast = $1.77-1.80 before special items. 3. Expected 
EBITDA = $430m. 4. Forecast for free cash flow = $250m. 5. Projected EPS 
for 2003 before special items = $1.78-1.88. 6. On a GAAP basis, EPS for 
2003 = $1.54-1.64. 7. Projected CAPEX for 2003 = $90-100m. 8. Expected cash 
balance at the end of 2003 = $l.lb. 
PRESENTATION SUMMARY 
S1. BUSINESS OVERVIEW (B.H.) 1. 2002 continues to be a challenging 
uncertain time for the travel industry. 2. Earlier in 2002, it appeared 
that the industry had a real momentum and was recovering at a healthy clip, 
but by mid 2Q02, the recovery had stopped and demand has been disappointing 
ever since. 3. TSG expects to see improved revenue picture €or all four of 
its companies in 2003, but will continue to be in a demand challenged 
environment. 4. There is a reduced forecast €or airline capacity in 2003 in 
spite of GDP growth forecast in 3% range. 5. Expects top line to be a 
better one in 2003, especially Travelocity growing in excess of 40% vs. the 
disappointing low single digit growth in 2002. 
S2. 4Q02 & 2002 PROJECTIONS (B.H.) 1. Low travel demand combined with a 
venture capital write down, deferred revenue in Latin America, and some 
other cats and dogs expected to be taken in 4Q02 makes it necessary to 
lower 4Q02 EPS estimate to a range of $0.12-0.15 before special items vs. 
previous estimate of $0.20-0.25. 2 .  Therefore before special items, 2002 
EPS forecast will be adjusted from $1.85-1.95 to $1.77-1.80. 3. Expects 
2002 total co. revenue growth in the range of negative 3-4%. 4 .  Expects 
EBITDA to be about $430m. 5. Expect free cash flow to be approx. $250m. 6. 
While three of TSG's four companies performed admirably on the earnings 
line in 2002, a l l  four dealt with pressure on the top line throughout the 
year. 7. Aggressive cost management was key for the three full year 
wholly-owned companies coming in at an aggregate 110% of operating earnings 
plan for 2002. 8. On a consolidated basis, TSG will miss its original full 
year earnings target by 2-3%. 9 .  TSG entered 2002 with a strong BS and exit 
with an even stronger BS. 10. In TM&D, TSG's operating margins grew by 
several points in 2002 in GDS business while maintaining the highest 
customer satisfaction scores in the industry. 11. In Airline Solutions, 
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TSG's top line revenue grew and operating margins improved from zero to 10% 
in 2002. 12. In GetThere, TSG cut operating losses in half and grew revenue 
by approx. 100%. 13. Travelocity lead the industry in a whole host of 
critical areas, but 2002 was a disappointing year. 14. TSG bought in 
Travelocity during 2Q02 and quickly put right leaders in place and has 
allocated the investment dollars to take one of the all time great .coms to 
the next level. 
S3. 2003 PROJECTIONS (B.H.) 1. The plan does not take into account any 
impacts, which may or may not come from the DOT'S recently announced 
proposed rule making. 2. The plan does not include any assumptions around 
increased hostilities in the world or structural change in the airline 
industry in North America. 3. The impact of possible M&A activities are not 
included in the plan. 4. The plan does include several important 
assumptions from industry growth to pricing to investment levels. 5. TSGls 
projected 2003 EPS before special items is between $1.78-1.88. That's 
approx. zero to 5% growth YoverY. 6. On a GAAP basis, EPS is expected to be 
$1.54-1.64 representing mid single digit growth. 7. At TSG level, similar 
to 2002, earnings and free cash flow generation will be very healthy, but 
YoverY earnings growth will be minimal. 8. At the holding company level, 
2003 is a second year of weathering the storm and aggressively managing 
costs. 9. It's also a year of more aggressive investment. 
S4. 2003 PROJECTIONS BY SEGMENT (B.H.) 1. Travelocity: 1. Technology 
expenditure will be in $60m range. 2. Will also significantly increase 
advertising spend in 2003. 3. Expects to see mid-to-high single digit 
growth in revenue for full year range of $2.1-2.2b. 2. GDS: 1. Should 
generate operating earnings of approx. $360m during 2003, but will be 
fairly flat from YoverY top line revenue perspective. 2. Will have 
operating margins shrinking to about 23% due to weak demand and increased 
incentive expense. 3. Will also experience technology bubble as the co. run 
systems in parallel during migration to lower cost mid-range base shopping 
system. 4. The full year earnings benefit of this migration will begin to 
show up in 2004. 3. Airline Solutions: 1. Should grow revenues by about 
10-15% vs. about 3% in 2002 and maintain operating margins in 10% range. 4. 
GetThere: 1. Should grow revenues in the 25-35% range and once again cut 
operating losses in half. 2. Expects to have its first positive operating 
margin month during 2H03. 5. Travelocity: 1. Should grow revenues by more 
than 40%. 2. Should improve operating margins from a negative 4% to a 
positive 10%. 
S5. UPDATE ON DOT NPRM (B.H.) 1. NPRM (Notice of Proposed Rulemaking) 
addresses distribution overall, but from a TSG perspective, it is most 
focused on the GDS portion. 2. The co. made it clear that it believe the 
proposal put forth by the DOT is flawed. 1. They covers a wide range of 
topics and includes everything from selective regulation to an attempt to 
grab jurisdiction. 3. DOT simply does not have jurisdiction when it comes 
to non-airline owned non-GDSs. 4. TSG will insist on a level playing field 
whether be regulated or deregulated. 
S6. REVENUE OUTLOOK & KEY OPERATING METRIC ASSUMPTIONS BY SEGMENT (J.J.) 1. 
Travel Marketing & Distribution (TM&D): 1. Price and volume continue to be 
the key levers. 2. On the pricing side, Amadeus which is one of the airline 
owned GDSs announced a booking fee increase several weeks ago. 3. Amadeus 
will implement an effective rate that under TSG's analysis, appears to be 
approx. 4.1% globally. 4. Today, TSG is informing its airline customers of 
an effective average global booking fee increase of 2.9% to be implemented 
on 02/01/03. 5. The fee varies by region and by participation level. 6. For 
its hotel and rental car customers, TSG announced a blended price increase 
of approx. 4.8%. 1. This new pricing makes TSG's three-year DCA discount 
offer more attractive to carriers looking for long-term price stability. 7. 
Believes these options provide the right balance for the co. and its 
airline customers. 8. Sabre GDS continues to provide unsurpassed value for 
the distribution dollar. 9. On the volume side, TSG has made several 
assumptions based on industry and co. specific trends. 10. Full year 
estimate for total global bookings is down approx. 2-3% from 2002 levels 
and direct bookings are expected to be down 3 - 4 %  YoverY. 11. Important 
elements in these overall assumptions are: 1. Travel industry growth of 0%. 



2. Approx. one point decline in TSG's worldwide booking share. 3. Channel 
shift from GDS business from traditional agency to supplier direct of four 
points. 12. Worldwide booking share assumption is principally due to the 
expectation of share loss in the US. 13. The largest factors are: 1. The 
carryover impacts of gains by competition in the on-line channel in 2002. 
2. The loss of CUC and Cheap Tickets after the acquisition by Cendant. 14. 
Has included a placeholder for deals prepared to walk away from in 2003, 
deals that aren't economically attractive for TSG. 15. This combination 
price and volume assumptions results in flat-to-slight revenue growth 
YoverY. 2 .  Travelocity: 1. Expecting to show significant improvement in 
operating results for 2003. 1. This improvement will be the result of 
efforts to double merchant sales. 2. This push of merchant content will 
bolster the top and bottom line as the profitability of the merchant model 
is 3 - 4  times that of commissionable content. 2. Significant revenue growth 
will flow from the introduction of packaging capability beginning in 2402. 
3. Expects higher conversion rates from a variety of factors including site 
changes, packaging capability, new products, and increased advertising 
spend. 4. In addition, the $ 5  service fee per air ticket will result in 
$20-30111 revenue for the full year. 5. Anticipates overall YoverY revenue 
growth to be in excess of 40%. 3. GetThere: 1. Total transaction growth is 
expected to be over 35%. 2.  On the corporate side of GetThere, TSG expects 
transaction growth from the existing base and from international expansion, 
direct sales, and sales through distribution partners. 3. Anticipates 
YoverY corporate transaction growth of over 70%. 4. On the supplier side, 
until mid year, TSG will continue to feel the impact of the loss in 2002 of 
ATA, America West, and National. 5.  Therefore, supplier transactions are 
estimated to be down 6% YoverY. 6 .  GetThere is working towards increasing 
its revenue per transaction by offering additional products and services. 
7. Overall revenue growth for GetThere is expected to be 2 5 - 3 5 %  YoverY. 4. 
Airline Solutions: 1. Had a very successful year and turned the business 
around in 2002. 2. Expects to reach both revenue and operating earnings 
targets for 2002. 3. Also off to a great start for 2003 as the co. recently 
learned that the Transportation Security Administration will be using TSG's 
technology to manage its newly formed federal screener workforce. 4. TSG's 
resource management systems technology will help ensure that airports have 
the appropriate number of screeners at every security checkpoint, baggage 
screening, and random screening at the gate. 5. Unisys has selected TSG for 
this project. 6.  The deal is a three-year contract with expected revenue of 
approx. $17m in the first year and after that there are options to extend 
the contract for up to four additional years. 7. All three segments of the 
airline solutions portfolio, the reservations business, the products and 
service business, and consulting will show growth in 2003. 8. Overall 
revenue growth for Airline Solutions is expected to be in the range of 
10-15%. 
S7. EXPENSES & TECHNOLOGY INVESTMENT STRATEGY (J.J.) 1. TSG has increased 
its revenue per employee from continuing operations by 37% since 1999. 2. 
will continue to tightly manage costs in 2003. 3. YoverY 2003 expenses are 
projected to increase slightly faster than revenue. 4. Example includes 
incentive costs. 1. Including incentives paid by TM&D paid to Travelocity, 
average incentives per booking will grow in the high teens YoverY and will 
be north of a dollar per booking. 2. Unbundling agency contracts have 
contributed to this increase. 3. However, the progress TSG has made in 
unbundling also has led to YoverY reductions in communications and device 
support costs which in 2003 offsets half of the total increase of incentive 
growth. 5 .  Another example of cost reduction, the elimination of over 200 
positions throughout TM&D business. 6 .  Other examples include a broad-base 
salary increase which the co. didn't have in 2002 and will have in 2003. 7. 
Health benefit costs are anticipated to increase over 10% in 2003. 8. The 
transition to the new air travel shopping engine will drive some redundancy 
in data processing costs until all customers are converted to the new 
platform. This conversion is a multi year process. 9. This conversion is a 
multi year process. 10. TSG has a keen focus on technology spend and don't 
believe now is the time to cut back on that investment. 11. Total 
technology investment is estimated to be more than $300~1 in 2003, which 



includes CAPEX in the range of $90-100m. 12. Travelocity and GetThere will 
be the beneficiaries of 30% of that spend. 1. The ratio of dollar invested 
to top line revenue in these businesses vs. TM&D is over 7:l. 13. Excluding 
CAPEX and maintenance spend, TSG believes over 60% of its product 
development spend will go towards Travelocity, GetThere, shopping, and CRM 
enhancements. 
S8. OPERATING MARGIN ASSUMPTIONS (J.J.) 1. Margin in TM&D is expected to be 
approx. four points lower in 2002, principally due to weak demand and 
increasing incentive costs, but also ongoing investments in ATSE. 2. 
Travelocity operating margin for the full year is expected to be greater 
than 10%. 3. GetThere should cut operating losses in half in 2003 and will 
achieve a profitable month in 3Q03. 4. Operating margin for Airline 
Solutions should remain in the 10% range. 5. As a whole, TSG expects over a 
point decline on an adjusted basis due to the weak demand environment, 
growth and incentive expenses at TM&D, Travelocity product investment, and 
advertising expense. 
S9. CASH FLOW & OTHER EXPENSES (J.J.) 1. Expects cash balance at the end of 
2003  to be approx. $l.lb. 2. EBITDA is expected to be greater than $475m, 
which represents YoverY growth of more than 14%. 3. Free cash flow is 
projected to be greater than $250m. 4 .  2003 CAPEX is projected to be in the 
range of $90-100m. 1. This is higher than the 2002 guidance due to the 
additional capital requirements of ATSE as well as other technology 
investments that were discussed previously. 5. D&A including intangible 
assets associated with acquisitions is estimated to be $135m. 6. D&A 
excluding intangible assets from acquisitions is estimated to be $90m. 
QUESTION AND ANSWER SUMMARY 
Q1. Can you give us a sense why we should be so confident that you can get 
such a big snap back in Travelocity in 2003? How should we assume we'll see 
it through the year? Is it going to be very back-end loaded in 2003? (James 
Kissane - Bear Stearns) 
A. (Bill Hannigan) It will certainly be ramping up through '03. As we 
talked about before, critical to growing revenues very robustly, are the 
merchant hotel development which is now in place, the architecture 
redesign, the revenue planning and management, and the biggie is dynamic 
packaging. We talked about it before, dynamic packaging is a 2Q initiative 
as far as turn up. 
A .  (Sam Gilliland) Couple of things to point out that relates to the year 
and next year, and I'll talk a little bit about the ramp up as well. If you 
look at it, pretty simplistically, you'll see that the two drivers for next 
year for us are volume and rate. If you talk first about volume, we do 
intend to drive more site traffic than we have this year. we've talked 
about our increased advertising spend for next year already. We also intend 
to improve our conversion rates. So, examples of that would be the improved 
conversion we've already seen with our new P-cubed technology, which is the 
new air shopping path. Through improved site usability and some of that has 
occurred and we've seen it already with our improved hotel path that we 
rolled out with merchant model hotels. We will roll out a new car-shopping 
path in the first part of the year towards the end of April. Then, dynamic 
packaging in 2Q,  which again we believe will improve our conversion rates. 
On top of all of those things, we will improve the way we merchandise 
products and in particular how we merchandise our hotel products, which we 
think will drive more conversion of hotels. So, that's really the volume 
piece of it. From a rate perspective, we've already talked about the up to 
$5 fee that we'll be charging on many of the airline tickets that we sell. 
But, we will see this ramp up over the course of the year in our merchant 
volumes. We talked about doubling our merchant volumes in air and hotel by 
the end of 2003 and we certainly plan to do just that and we've developed 
very detailed plans to hit that plan. 
4 2 .  Are you seeing any other airlines looking at the US air deal with 
particular interest? Why is that good for Sabre? (James F. Kissane - Bear 
S tearns 
A. (Bill Hannigan) We are in active discussions with a Couple of airlines 
and again, as we talked about when we rolled out the program in October, it 
really was an opportunity for airlines to lock in longer term pricing and 



for Sabre, it was all about the offset as far as the expectation of 
diminished incentive growth from a macro level, but also the sustainability 
of the traditional travel agency channel and the profitability of the 
traditional travel agency channel. Certainly a travel agency channel will 
continue to generate significant free cash flow for the next several years, 
but taking out beyond that is always interesting to us as well. We also 
talked on our October call about the several different stakeholders in the 
mix. 
43. Just in 44, can you talk about what your expectations are for revenue 
in different lines of business? (John Mathis - Goldman Sachs) 
A. The question was for 2003 revenues? 
44. No, for 2002? (John Mathis - Goldman Sachs) 
A .  (Jeff Jackson) When we close the quarter out in January, we'll talk 
about the lines business. A s  we talked about, it's obviously very 
disappointing to miss and demand is a key part of it, but also key is the 
venture capital write down of the deferred revenue in Latin America. Latin 
America is not a great situation right now. Spotty is probably a good 
definition of it as far as the carriers and the economy is concerned. 
Q5. You had a lot of time to review the current NPRM and I'm just curious 
if it stays in its current state, if you've quantified, what you think the 
impact will be and the timing? (John Mathis - Goldman Sachs) 
A. (Bill Hannigan) We don't expect that it will stay in its current state. 
The last time rules were proposed about 18 months later, the rules that 
came out of the back end were about 180 out from the rules or the proposed 
rules that went in the front end. I expect it's very early in this process. 
The DOT has certainly put on paper what they would like to see and now it's 
the Congress and it's the white House and other stakeholders. Certainly 
we're not, as far as we're concerned, and just about every other player in 
the industry is concerned, the process isn't off to a good start other than 
the fact the constituencies have been heard and the process has already 
been doubled out of the gate. Most aggressive, I would expect to see 
anything being finalized would be mid-summer and I would be surprised if 
that's the case. 
A .  Our position on this is that we will just insist on a level playing 
field, regulated or deregulated, the value proposition doesn't change. we 
in our GDS business have the most efficient and highest yielding channel 
that any carrier could possibly go to market with. 
46. Should we expect any further cost reduction programs? I know you talked 
about stepping up on technology spending but do you have anything in the 
works for further cost reductions this year? (John Mathis - Goldman Sachs) 
A .  (Bill Hannigan) In 2003, we will continue to aggressively work costs as 
we have in the past and continue to migrate to e-services for the various 
ways that we support our customers. As far as the base line is concerned, 
we've reduced our force by about 370 people last week. 
47. Could you give us a greater sense of some of the assumptions behind 
your bookings forecasts for 2003? Specifically, what do you expect in terms 
of system-wide capacity reductions? How should we think about the impact of 
the UAL bankruptcy? Do potential bookings there just get redistributed, or 
are there any other impacts to think about? (David Togut - Morgan Stanley) 
A .  (Jeff Jackson) As far as UAL, I would say that's the right bet. The 
contracts have been assumed in just the last 48 hours as far as the TSG 
contracts are concerned with UAL. They have been very adamant about 
continuing to fly through bankruptcy. At the same time, many carriers, 
including UAL have talked about reduced capacity and certainly we have 
cranked that into our model. So, as you know, in the past we've talked 
about GDP times 1.2 GDP forecast are running about three. Our assumption is 
that then you met up against what the carriers are saying about capacity. 
We took the number to zero. The latest and greatest we've seen on capacity 
is a number in the zero range, so that's why we have (Indiscernible) that 
so far. A s  far as other contributors, we talked about channel shift of 
around 4%, which is a like number to the past two years. 
A .  (Bill Hannigan) The way we build it up first of course is to look at 
travel industry growth, which is of course the biggest wild card. We're 
planning on zero. YOU can see data that would suggest it might shrink. You 



can see data that suggests it would grow. We hope certainly that it is 
better than zero but that's where we've got built in our plan. Then we go 
on, and we talk about the four points of shift from the channel to airline 
supplier direct, and then we've made an assumption of a decline of 1 point 
in our share of the GES channel and that is principally driven by YoverY 
impacts of things that happen in 2002 as well as a placeholder we have for 
being disciplined on pricing contracts which are in the market and 
expecting to lose some there. Overall, I don't think we're going to slip in 
the brick and mortar channel in terms of share in the US, but those are our 
key assumptions for 2003. 
A .  (Jeff Jackson) A Couple of our competitors have been more optimistic in 
thinking about industry growth and we hope they're right. 
A.  (Bill Hannigan) But as we sit here right now, we're not seeing it. 
Q8. Have you had any input from the airlines on the price increase? could 
you just perhaps give us a thumbnail sketch of any discussions that 
occurred prior to the announcement? (David Togut - Morgan Stanley) 
A .  There were no discussions prior to the announcement. As far as this 
price increase, we're rolling it out as we speak. It went out this morning. 
Certainly the discussion with our airline customers is the fact that if 
their recognition of a couple things, a recognition of the stress in the 
industry and that our pricing increase is lower than the airline owned GDSs 
price increase which is Amadeus. The view is that their North America 
increase is in the 6% range. Our North America increase is just above 3%. 
More importantly, we now have an offer in the market place which has never 
been in the marketplace previously which is there to take, which is 
predictable pricing, long term and there is a long-term discount associated 
with that predictable pricing. So, what was a 10% discount yesterday will 
be a 13% discount come Feb. 2. 
Q9. I know it's early, but have you seen any volume impact of implementing 
the $5 fee? Then, maybe you could give us some updated thoughts on 
deployment including a potential for any increased repurchase activity? 
(Scott Barry - Credit Suisse First Boston) 

A .  (Sam Gilliland) We haven't implemented the $5 fee at this point. we'll 
implement it in early 2003. So, we don't have any indications yet of what 
the impact is. Both certainly the upside, which we expect, or any shift in 
bookings. 
A.  (Bill Hannigan) A s  far as stock buyback is concerned, we always have an 
eye to stock buyback. we completed a program a couple of months ago, but as 
we sit here today, we think it's important to have a rainy day fund: (a) 
just based on our view of the volatility in the industry in the world right 
now; (b) the opportunity for strategic actions. We continue to be in active 
discussions in our industry as far as possible M U .  If you would've asked 
me a year ago, if we felt we would have gone through all of 2002 without 
more acquisitions, I would have been a bit surprised, but it's interesting 
how that's going out in the industry. But, we did have two meaningful 
acquisitions and a buyback in at Travelocity, and the acquisition of site 
59, and continue to be very active in that area. 
QlO. In terms of trying to get a little bit more clarity on the drop in 
operating margins on the core GDS business, is the drop roughly going to be 
about $50m YoverY in terms of operating profitability? (Tom Underwood - 
Legg Mason) 
A .  (Jeff Jackson) That's pretty Close. 
Q11. Then I'm just trying to break that out. You've mentioned incentives 
would be two categories, the Travelocity incentives and other incentives, 
and then compensation increases and increased tech spending in the core GDS 
business. What would be the relative magnitude of each of those categories? 
(Tom Underwood - Legg Mason) 

A .  (Bill Hannigan) Particularly at this time we're not prepared to break 
that out. 
412. You said incentives were going to be north of $1 a segment or $1 a 
booking, which I guess, would mean about $430m or so for next year. How 
does that compare to this year? (Tom Underwood - Legg Mason) 
A.  (Jeff Jackson) I don't know where you get the $430111. 
413. What do you assume for total booking? (Tom Underwood - Legg Mason) 



A. (Jeff Jackson) Our direct bookings would be in the range of $330m next 
year. 
A.  (Bill Hannigan) So it is a big number, yes. 
414. North of a dollar would be $330m, then? How does that compare to this 
year? (Tom Underwood - Legg Mason) 
A .  (Bill Hannigan) what we said is in the call was that our growth would be 
in the high teens. 
A. (Jeff Jackson) We've been saying previously the mid teens this year 2002 
over 2001. 
A .  Don't forget that includes an incentive came from TM&D to Travelocity 
which of course is a significant component of the overall growth and the 
overall base. 
A .  This is something that's been changing over the past two years. when you 
think about incentive growth and Jeff talked about it, there is an offset 
to incentive growth that is directly linked which is the unbundling of 
contracts, and we have been significantly taking out costs along the way as 
well. So, the definition of incentive certainly has changed over the past 
couple of years. But, it's still a big number no matter how you measure it. 
915. Does the line item of inner segment revenue elimination for 
Travelocity in your Ks and Q's represent approx. what the incentive 
payments would be or is there other stuff in that line item? (Tom Underwood 
- Legg Mason) 
A. (Bill Hannigan) It is. I think you said it correctly. There are other 
items in that inner segment elimination. A big part of it is incentive 
payment. 
Q16. What do YOU expect for gross booking growth for Travelocity next year? 
(Tom Underwood - Legg Mason) 

A .  (Sam Gilliland) 25-35%. 
917. Can you just help provide a little more color on the decline in 
operating income in the GDS segment? I think if we can summarize your 
guidance correctly, you have volume down 3-4%. You have pricing up three 
globally within any customer that chooses a US air deal, taking price down 
against that. We have incentives, which are, I don't know, 20% or 24% of 
cost rising in the high teens. Is it safe to say that the price increase is 
entirely offset by the incentive increase on a dollar-by-dollar basis, and 
therefore your volume loss is coming with 100% decremental margins? I'm 
just trying to figure out how a 3% volume loss combined with the price 
increases you're talking about results in such dramatic decline in 
operating income? (Larry Robinson - Glenview Capital) 
A .  (Jeff Jackson) Yes, I don't know that I would think about it purely as , 
one against the other. But yes, the numbers work that way as far as what's 
going on from an incentive increase vs. price increase perspective. 
certainly our expectation was in 2003 that we would get - -  I think it was 8 
months ago the FAA was saying the industry was going to be back 12% next 
year, now we're saying we expect it to be zero. So, the dynamic as far as 
what's gone on in the model from an incentive increase perspective YoverY 
from a channel shift perspective YoverY and a pricing perspective YoverY, 
all those numbers are pretty much in the range that they have been for the 
last several years. The difference this time around is that the demand is 
not back. 
A. Don't lose the sight of the fact that I mentioned a number of other cost 
categories. There are a number of categories where we're driving costs out 
of the business on a YoverY basis that are related to travel agency support 
costs. so, again, the company continues to evolve as the model changes and 
takes costs out in those areas. But, on the flip side you got a salary 
increase, compensation expense growth in 2002 that we didn't have in 2001, 
you've got health care costs going up at about lo%, a number of other items 
that we were able to benefit from in 2002 on YoverY basis that we're not 
able to do so from a cost look in '03. 
Q18. Can you just help us understand the trade-off? You made the case that 
it is 10% price decrease today and in February the US Air type deal is 13% 
price decrease for airlines. What is the economic offset to Sabre? How do 
we benefit from this because we get three-year stability? How does it drive 
down incentive payments in the event that airlines move to this strategy? 



(Larry Robinson - Glenview Capital) 
A. Our expectation is that there would be a lag in it, but that it would 
dampen incentive growth from a macro perspective as far as less money in 
the system. We talked earlier not that I would necessarily buy the direct 
trade-off, but price increase and incentive increase, they're like numbers. 
Certainly, the travel agency community knows what the price is in the 
marketplace, what the price incentive is in the marketplace, and it fuels 
acquisition and retention costs in the travel agency channel. We also would 
expect to dampen channel shift with all fares, all data available in the 
traditional travel agency channel, your expectation wouldn't be necessarily 
4-5 points of shift as we've seen over the last several years, but maybe a 
dampening of that. Each point of shift is worth $6-9m from an earnings 
perspective as well. we didn't talk about the technology bubble and 
technology bubble expense in '03 as we migrate to the midrange systems is a 
pretty meaningful number in 15-20% range from a YoverY perspective, ' 0 3  
over '02, and you start calling (Phonetic) that back in ' 0 4 .  when you're 
stacking up costs and you look at a company our size, certainly things like 
salary increases add up. 
Q19. Can you just help me understand why it makes sense to spend 1 , 3 0 0  bps 
of price in order to recapture 200 bps of volume? How does that trade make 
any sense? (Larry Robinson - Glenview Capital) 
A. It's all about the sustainability of the model, the expectation of what 
does and doesn't happen incentives in concert with several other 
initiatives already underway. It also goes to a recognition of the DOT 
getting very involved in distribution in our industry and creating a 
platform that allows us to increase price when at the same time putting it 
off on the marketplace it allows the airlines to get what they've been 
asking for, which is price stability. 
4 2 0 .  You're going to end up with a $l.lb in cash at the end of next year 
and $700m in cash net of debt. I know you've talked about strategic 
acquisitions, but the business even in a year as difficult as ' 0 2  generated 
$250m of free cash flow. There aren't any conceivable set of circumstances 
that see out there that would have you being cash users in any particular 
period other than for things such as acquisitions. Why doesn't share 
repurchase or meaningful dividend make sense relative to $18 stock price 
when it made sense with $24 stock price? (Larry Robinson - Glenview 
Capita 1 ) 
A. You're right. $250m is also the number for free cash flow €or '03. I 
expect that you're right as well that we are not a user of cash except for 
M&A and we will continue to keep an eye on the stock buyback side. At the 
same time the only variable you didn't mention was the rainy day fund based 
on what's going on in the world in the industry right now. 
Q 2 l .  Can you tell us exactly what type of bookings on Travelocity are going 
to generate this $5 fee? What portion of total bookings those would have 
been in ' 0 2  that would have generated a $5 fee? (Jennifer Bergen - Merrill 
Lynch) 
A. Our expectation is that the incremental $5 fee will be on non-package 
non-merchant tickets. 
Q22. That's the majority in 102. what portion bookings should that be in 
' 0 3 ?  (Jennifer Bergen - Merrill Lynch) 
A. The majority. 
Q23. It seems like you are implementing the $5 service fee. Is that being 
pretty much completely offset by increased advertising for Travelocity? It 
seems like that should be much more additive to 2 0 0 3 ' s  margins and earnings 
than it's going to be. (Jennifer Bergen - Merrill Lynch) 
A .  I wouldn't give you that number because I don't want to give you the add 
budget number because that's pretty strategic. 
A. We have made an assumption for some small volume decline in our plan 
based on putting the fee out there. So, we're not going to disclose what 
that is, but we've made an assumption for some volume declines based on 
implementing the fee in the process. 
Q24. What do you mean by volume declines? (Jennifer Bergen - Merrill Lynch) 
A. (Sam Gilliland) I think because the on-line channel is a price sensitive 
channel, we expect there could be some shift to alternatives. It's not 



dramatic, but certainly we've not modeled it that way, but it's something 
that we wanted to include in our plan for 2003. 
A .  (Jeff Jackson) Especially price sensitive on a published component 
basis. 
Q25. On the loss of market share, I guess both toward GDS and to Direct 
Connect, on the Direct Connect, are you already seeing an effect? If so, 
how are you modeling that 4%? On the market share, is there a particular 
GDS that's taking share from you or is this just a general comment? (Ahmet 
Meta - Crestwood Capital) 
A .  (Bill Hannigan) As far as 2002 is concerned, the share loss was almost 
purely accounted for by Orbitz using worldspan and by Cendant acquiring a 
couple of customers, CUC and Cheap Tickets, and our expectation of those 
bookings moving to Cendant's Galileo systems as you would expect period. 
A .  (Jeff Jackson) We gained share in the brick and mortar channel in 2002. 
A. (Bill Hannigan) We haven't seen anything meaningful on Direct Connect 
side, but the four points of shift accounts for anything that would f a l l  
into that category. 
Q26. On Travelocity, obviously you're projecting a pretty good growth for 
2003. How much of that is just overall industry growth and how much of that 
do you see maybe taking share away from some of the other big players? Are 
you going to provide any indication of a break out between merchant and 
airfare so we can sort of evaluate you vs. the other guys? (Ahmet Meta - 
Crestwood Capital) 
A .  (Sam Gilliland) We do expect growth in the on-line channel in 2003, but 
we also expect to take share. That's built into our plans. As it relates to 
the merchant element of the business, we do plan to provide you with more 
detail in the future about how that breaks out. 
A .  We have broken that out in the past. It will just be a bigger number 
going through '03 on the merchant side. 
927. What's the difference in the price increase, if any, will be between 
your basic level of service and the premiere level of service for the GDS? 
(Tom Underwood - Legg Mason) 

A .  (Bill Hannigan) I think we're at 3.1-3.2 on the BCA level which is the 
highest level of connectivity. 
428. What about just the basic level? (Tom Underwood - Legg Mason) 
A .  (Bill Hannigan) 4%. 
Q29. What's going to be the approximate size of the VC write down in 4Q? 
(Tom Underwood - Legg Mason) 
A. ( B i l l  Hannigan) 3.5-5. 

++++++++++ 

cc : "'Trey Nicoud"' <trey.nicoud@aa.com> 
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Amadeus plan offers contract options (2/24/2003) 

By Andrew Compart 

WASHINGTON -- Amadeus launched a new pricing plan for North American agents that eliminates 
productivity pricing for firms that forego a signing bonus in their GDS contract. 

In addition, agents will be paid monthly under the plan. 

Agencies that sign contracts under the Profitchoice program will be paid per booked segment. The total 
automatically will be reconciled monthly by Amadeus, which will retain the amount needed to cover the 
agencds monthly GDS expenses. 

For agencies that decided to forego a signing bonus, the rest will be returned to the agency each month 
as pure profit. 

Kay Urban, Amadeus, North America executive vice president and chief operating officer, touted the 
program this way 

"The more agencies book, the more they eam. The less their expenses, the more they earn.' 

Amadeus tested the waters for a couple of months by showing the program to some agencies before the 
official unveiling and already has signed Profitchoice contracts with a "handful" of agencies. 

Amadeus said one leisure firm, which it did not name, produces 55,000 segments annually. Under 
productivity pricing, Amadeus said, it would be paid $30,600 a year, or $2,550 a month. 



Under Profitchoice, Amadeus said, it will make $76,500 a year, or $6,375 a month. Profitchoice offers an 
agency three options. 

Under the first, which provides the highest per-segment payments, the agency gets no money up front and 
there is no segment goal. 

That's the choice taken by the agency Amadeus used in its example. 

Under the second, which lowers an agencvs per-segment payments somewhat, Amadeus pays a cash 
advance that the agency repays over time. It also has no segment goal. 

Under the third, the agency receives a signing bonus, but it has a segment goal and runs the risk of 
penalties. The per-segment payments are the lowest of the three options. 

Because accounts are reconciled monthly -- rather than by quarter or year -- the agency must meet its 
segment goal monthly. That means it doesnY have the rest of the quarter or year to make up for a soft 
month. 

On the other hand, the agency doesn't run the risk of a penalty for an entire quarter or year when it can't 
regain the ground it lost in bad months. 

Profitchoice contracts, which range from three- to five-year terms, are being offered to new customers 
and renewals, but Amadeus said it is willing to talk to existing customers in mid-term. 

Amadeus will continue to offers its EasyAccess product, which is targeted to smaller agencies booking 
fewer than 7,500 segments a year. EasyAccess offers free entry to the basic Amadeus system plus 
Amadeus Cruise and Consolidator Shopper, with no booking minimums. Sabre's Simplicity Plan and 
Galileo Select and Connect offer a similar plan for small agencies. 

Travel attomey and Travel Weekly.com columnist Mark Pestronk said Profitchoice sounds evolutionary 
rather than revolutionary but called it a 'supew offer that should be welcomed by agencies. He noted it 
also will free them to do Web bookings without creating GDS segment shortfalls and penalties. 

'All four [GDS] vendors are getting easier when it comes to quotas and more generous when it comes to 
bonuses," Pestronk said. The reason for that may expand beyond smart business to smart politics, he 
added, as the Transportation Department is considering GDS rule changes that would reduce or eliminate 
productivity pricing. 

Amadeus' Urban said the GDS began developing Profit-Choice and its other new programs well before 
the DOT'S proposed rulemaking. 

Amadeus unveiled Profit-Choice concurrently with a new program it said will help agencies lower their 
expenses. 

Under the program, called Amadeus Workplace Solutions, Amadeus will consult with, visit and observe an 
agency to tailor each offer specifically for that agency, in terms of what Amadeus services and equipment 
it needs. 

Amadeus touted it as a better option than giving an agency a choice of a few pre-packaged options. 

For example, Central Travel has nine locations in northwest Ohio, but president and CEO Jani Miller told 
Travel Weekly.com she opted to get a ticket printer for only her corporate location because Central books 
more international travel there. 

Central also opted to use its existing laser printers, not the Amadeus invoice printers, and to do the 

http://Weekly.com
http://Weekly.com


Internet connection itself because it could get a better deal. 

W e  could determine what we needed'and didn't need,' said Miller, whose agency does more than $30 
million in business a year, employs 65 people and purchased 60 Amadeus workstations. 

Pestronk said the concept is good but not unique. Sabre, for example, provides agencies three pages 
listing equipment they can choose to lease, he said. 

Amadeus also unveiled an upgrade of its graphical, browser-based front-off ice booking system. 

Vista 2.0's features include one designed to make it easy for agents to switch between the graphical user 
interface and the code-loaded command screens. It also includes a 'Quick PNR' mode. 
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Preface 

he United States is engaged in a War on Terrorism that is soon likely to expand to 
hosdities in Iraq. The Air Transport Association (ATA) and its member airhes T support this adminisuation and our nation’s efforts. We actively participate in the 

Civil Reserve Air Fleet (CRAF) program and many thousands of our employees, in particular 
our pilots, serve in the active reserve. We are also supportive because we have been the 
particular targets and u n w i h g  instruments of terrorism, and because the deep economic 
morass in whch we are mired is a direct result of the attacks of 9/11 and the resulting 
downturn in the economy. 

Nevertheless, we are also mindful of the painful economic lessons of the first Gulf War and 
expect the economic consequences of a second Iraq experience d be even more dramatic 
in terms of the impact on our industry. 

This report reviews our current economic crisis; ou thes  the impact of the first Gulf War; 
and forecasts the economic consequences on our industry of the expected Iraq invasion. The 
report k h h g h t s  the need for decisive government action to counter a predctable crisis in 
the airline industry. 
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Executive Summary 

The most 
likely war 
scenario 

estimates 
industry 

losses of 
$1 0.7 
billion 

he US.  a i rhe  industry is facing an economic crisis unlike any experienced before. In 
its simplest terms, the crisis is a result of an unprecedented declme in demand for air T travel playing out against the backdrop of the industry’s notoriously hlgh fued cost 

structure. 

That decline in demand reflects both general conditions in the broader economy and a 
pronounced, post-9/11 public dlsinclmation to travel by air. With the imminent prospect of 
a war with Iraq, market trends and experience with the first Gulf War indicate strongly that 
t h l s  economic crisis could deepen rapidly. Should that occur, there is a serious risk of chaotic 
industry bankruptcies and liquidations. Given the essential transportation h k s  provided by 
the airlines and the sipficant role of aviation in the US .  economy, this situation obviously 
warrants government attention and action to minimize the spread of economic damage. 

It must be noted that the current set of circumstances is fundamentally not a result of 
“normal” market forces. As t h l s  report documents, while the general state of the economy 
(ie., normal market forces) is a component of the crisis, other non-market pressures, 
including public mood, the threat of terrorism and the prospect of war appear to be far 
greater contributors. 

The a i rhe  industry continues to undertake massive self-help measures to try to reduce 
losses and stabilize itself. These measures have seen 100,000 jobs cut, schedules moddied, 
thousands of flights e h a t e d ,  offices and facilities closed, several hundred aircraft retired 
o r  placed in storage, more than $10 bdhon in reduced capital and operating budgets-and the 
cutting goes on. Negotiations are undenvag to reduce employment expenses throughout the 
industry by an additional $10 bdhon. No possible area for savings is being overlooked. 

To encourage travelers back into the air, the airlines have been forced to reduce airfares 
aggressively. They have done so because, despite the major capacity cuts (fewer aircraft 
making fewer fhghts), the demand for air travel remains out of sync with supply. As a 
consequence, airlines have no abilrty to pass costs through to the traveler and no pricing 
power. The result is airfares today that are lower than they were in 1988 in nominal, a 
inflation-adjusted, dollars. 

In a “normal” market, this type of cost-cutting could be expected to restore profitability. 
That has not occurred. Instead, what has happened is that new, additional costs (or reduced 
revenues) have grown to adversely impact the industry’s bottom h e .  In general, these costs 
have arisen from government policy decisions in the post-9/11 environment. These 
decisions have unquestionably enhanced security, but not without economic consequences. 
The report calculates that these costs are on the order of $4 billion. Other government 
decisions relating to taxes and fees are playing out as well. The fact is that the industry is 
now carrying a tax burden that is 76 percent higher than it was in 1992, and 240 percent 
higher than in 1972-contributing substantially to the economic crisis. 

Making matters worse, the cost of fuel has risen dramatically (from 57 cents in February 
2002 to $1.20 last month) as a result of both the threat of war and other forces. Because fuel 
constitutes between 10 and 15 percent of the industry’s cost structure, airlines do everything 
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in their power to manage th is  cost, includmg the use of hedging strateges. Nevertheless, 
with prices rising, and every one-penny increase in the cost of a gallon of fuel costing the 
industry $1 80 d o n  annually, the picture is bleak. 

To continue providmg service, the airlmes have been forced to assume a massive amount of 
debt, now in the range of $100 bihon. (For comparison purposes, as of February 2003, all of 
the outstanding stock of the network airlines had a combined value of only $3.2 billion.) At 
this point, however, the industry’s abiltty to borrow is virtually gone. A slgnificant worsening 
of the economic picture will force carrier bankruptcies and possible liquidations. The 
prospect of a forced nationalization of the industry is not unrealistic. 

To assist decision-makers in establishing policies to minimize economic harm, this report 
provides an assessment of the current economic state of the a i rhe  industry in the context of 
the expected opening of hostilities with Iraq. It does so utihing four scenarios that 
incorporate current industry advance booking information, fust-quarter 2003 operating data 
and actual experience with the fust Gulf War. 

A worse- 
case 

scenario 
estimates 
losses to 

reach 
$1 3 billion 

These scenarios are conservative in their estimates but present cause for concern. Under the 
“most hkely” scenario, industry losses would be $4 bfion hgher than under the base “no 
war” case, for total 2003 losses of $10.7 billion. Ths analysis projects a 15 percent traffic 
decline during one quarter of “active” war activity. Again, this is based on actual carrier 
advance booking information, which declined internationally by more than 20 percent 
following the recent Code Orange security alert. A worse-case scenario is also presented, 
applying the Gulf War experience combined with the effects of a terrorist incident of major 
significance. In t h l s  scenario, industry losses would ht $13 bfion. 

The airlines are not seeking government action that would interfere with normal forces in 
the marketplace. Rather, prudent measures are sought to mitigate the damage that is being 
done by the extraordmary “non-market” impact of terrorism and the prospect of war. 
Particularly gwen the pivotal role that the airltne industry plays in the functioning of the 
entire national economy, the case for action is compelling. Conservatively estimated, absent 
decisive govemment action to mitlgate the war’s impact, airltnes will be forced to cut at least 
70,000 more jobs and elmmate 2,200 fights, htting particularly small and mid-size 
communities. As the impact of those cuts plays out across the economy, hundreds of 
thousands of addtional jobs will be lost. 

The time for decisive government action to maintain this essential key to OUT economic 
success is now. 
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Section I 

Background: Gulf War Repercussions 

he US. airline industry always has been affected by changes in the national economy, 
more so since the industry’s economic deregulation in 1978. This sensitivity exists T because dsuetionary travel is one of the first expenses cut by businesses and 

individuals during a recession. Such declines in business hit airlines hard because they have 
hgh  fixed costs that cannot be quickly or easily reduced. The two primary Eved costs are 
labor and aircraft. Labor costs only can be reduced through layoffs or agreements with 
unions, and equipment costs are fked and expensive (a typical wide-body aircraft costs more 
than $100 d o n ) .  Lease payments continue regardless of whether the aircraft is in service. 
Fuel prices can rise sharply during international crises. When crude oil prices increase, 
carriers cannot simply cut service to reduce t h l s  cost. Labor and fuel alone account for more 
than 50 percent of all airline costs. 

Labor and 
fuel alone 

account for 
more than 
50 percent 

of all airline 
costs 

This economic sensitivity was apparent immediately prior to and during the 1991 Gulf War, 
after whch the U.S. economy slipped into recession. The state of the economy already was 
adversely affecting the airline industry, but the adduon of specific war-related factors 
dramatically exacerbated conditions. A drop in passenger traffic and a doubling of fuel costs 
led to four years of losses totaling $13.1 bdhon. WWe an argument can be made that, in the 
later years, some of these losses were the result of a weak economy, the losses of 1990 and 
1991 are duectly attributable to the Gulf War and its impact on commercial aviation. 

Industry operating losses were $1.9 billion in 1990, $1.8 bihon in 1991 and $2.4 bdhon in 
1992. Although these losses pale in comparison to those incurred by the industry after 
September 11, 2001, they were at that time record-brealung. The war itself lasted only 43 
days, but its duect economic repercussions were felt for a full two years by the airline 
industry, with full recovery taking four years. The industry &d not post a full-year operating 
profit until 1993 and a full-year net profit until 1995. 

Prior to the Gulf War, most carriers were comparatively strong, both suucturally and 
financially. Most were recording modest profits. Overall, in 1989, the U.S. airline industry 
recorded $1.8 billion in operating profits. Between 1981 and 1989, the industry had net 
profits of $3.9 bdhon on $12.6 bihon in operating earnings. Airlines also had adequate cash 
reserves and access to capital markets, whch today they do not enjoy. 

Traffic over the Pacific grew spficantly at annual rates in excess of 20 percent in the 
months preceding the Gulf War. Over the r\tlantic, traffic increased steady throughout the 
first three quarters of 1990. But in the months leadmg up to the Gulf War, passenger loads 
declined dramatically over these and other routes. Traffic over the Pacific plummeted from a 
growth rate of more than 20 percent to a rate of minus 21 percent. Over the Atlantic, traffic 
went from growing 20 percent to minus 44 percent. The impact on domestic traffic was 
sipficant but less severe, f a h g  off 8 percent. Clearly, the American public was concerned 
about possible threats abroad but felt more secure domestically. The events of 9/11 have 
drastically altered t h s  sense of security, leaving domestic travel more vulnerable than ever. 

6 



Air Transport Association 

Chart 1 

Passenger Traffic: 1990-91 
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Prior to Iraq's invasion of Kuwait on August 2,1990, jet fuel prices throughout 1989 and 
1990 were stable. In 1989, jet fuel cost an average of 60 cents per gallon and in July 1990 it 
was at 57 cents. In September 1990 prices soared to 31 cents and by October they reached 
$1.14 per gallon. At  that t h e ,  each one-cent rise in jet fuel prices cost the U.S. airline 
industry $160 million annually. 

Chart 2 

Jet Fuel Price: 1989-91 
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Overall, the impact of the Gulf War on US. commercial aviation was as follows: 

After the 
Gulf War, 

the industry 
shrank 

significantly, 
tens of 

thousands 
of 

employees 
lost their 

jobs, 
com m uni ties 

lost service 
and the 

overall U S .  
economy 
suffered 

Traffic - Down 8 percent systemwide, 15 percent internationally 
Daily flights - 
Employment - 25,000 total lost jobs 
Fuel costs - 
Net losses - $13.1 billion over four years 
Bankruptcies - Seven carriers filed for bankruptcy, four liquidated 

Cut by 350, reducing service to hundreds of communities 

Up 45 percent for increased costs of $1.5 billion 

After the Gulf War, the industry shrank significantly, tens of thousands of employees lost 
their jobs, communities lost service and the overall U.S. economy suffered. Although the 
majority of carriers were financially healthy prior to the Gulf War, several were in a 
weakened state. Pan Am was struggling from declining passenger traffic following the 1988 
terrorist attack on Fhght 103, and Eastern Airlines was experiencing protracted labor 
troubles. For these carriers, the rising costs and decluung traffic were insurmountable 
obstacles, ultimately leading to the demise of these long-established corporations. 

Table A 

Significant Gulf War Airline Bankruptcies 

m - Action Outcome 
Continental 12/3/90 C haDter 1 1 Emeraed 4/27/93 
Pan Am 1 1819 1 Chapter 11 Liquidation 
Eastem 1/16/91 Last Flight Liquidation 
Midway 3/25/91 Chapter 11 Liquidation 
America West 6/27/91 Chapter 11 Emerged 8/25/94 
l W A  1131192 Chapter 11 Emerged 11/3/93 
Markair 6/8/92 Chapter 11 Liquidation 

In fact, by 1993, the state of the industry was so threatened that President Clinton 
established the Xational Commirsion to Ensure a Strung and Competitiw Airline Industry to explore 
ways in whch the industry could be restored. 
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Section II 

U.S. Airline Industry: 1995 to Present 

The effects 
of the 9/11 

attacks 
continue to 

harm the 
industry 

significantly 
to this day 

y the spring of 2001, the U.S. airline industry was clearly entering a period of 
economic turbulence. The slowing economy and the bursting dot-com bubble 
suggested subs tandy slowed economic growth. Passenger traffic was expected to 

increase only 1 percent in 2001 from the 2000 record level of 1.8 million passengers per day 
(1.6 domestic; 0.2 intemational). Aircraft operations, whch totaled 25,200 departures per day 
in 2000, were expected to increase only slightly in 2001. Net losses for the industry were 
forecast at $3.5 bibon. 

Despite t h l s  daunting challenge, the airlines were positioned to weather the storm. The 
profitable period from 1995 to 2000 had enabled the carriers to rebuild their balance sheets 
from the Gulf War years. Industry cash reserves totaled some $1 1 bihon at the end of the 
first quarter of 2001 and, despite the precedmg period of record demand, industry expansion 
had been moderate, with operating revenues growing at an annual rate of 6.6 percent from 
1995 to 2000. 

Table B 

State of the U.S. Airline Industry on September 11, 2001 

Cash Reserves $1 1 billion 
Cash Burn Rate (assuming $3.5 billion loss) $10 million per day 
Net Debt-to-Capital 70-75% 
Fleet 4,950 aircraft 
Employment 686,000 FTEs 
Projected 2001 Net Loss $3-3.5 billion 
Major carriets in bankruptcy 0 
Major carriers with investment-grade credit ratings 3 

This situation changed dramatically after the September 11,2001, terrorist attacks. The 
manageable economic challenge that had been confronting the airlines suddenly ran well 
beyond the normal range of business control and natural market forces. The effects of the 
9/11 attacks continue to harm the industry sipficantly to th s  day. 

The immedate shutdown of our nation’s aviation system produced a cash “bum rate” for 
the industry in excess of $330 d o n  per day for the duration of the stoppage. Once air 
service was restored, the combined effects of public apprehension and avoidance of air 
travel, for a variet). of reasons, were reflected in an unprecedented drop in demand. As the 
following chart demonstrates, the precipitous drop in traffic following the 9/11 attacks was 
mirrored by the industry’s sharp reduction in capacity. 
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Chart 3 

Passenger Traffic, Capacity and Yield Trends 
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Despite these capacity reductions, continuing soft demand over the past 18 months has 
compelled airhes  to price their services a t  record low levels to induce travelers back into the 
air. The results are projected industry losses of roughly $25 bdlton from 2001 through 2003. 

Chart 4 

Nominal Airfares at Lowest Level Since 1987 
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The question is often asked: How can any distinction be drawn between the “normal” 
economic downturn in the economy that was impacting the airlines prior to 9/11, and the 
direct effects of the attacks? It is instructive to look at the air cargo experience for some 
answers. 

Chart 5 

Air Freight Volume Trends 
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The initial 9/11 cargo declines were steep but have not persisted, as has faltering passenger 
demand. A case can be made that the cargo market generally reflects the impact of the 
broader economic slowdown and recovery cycle on the aviation market. On the other hand, 
passenger apprehension and avoidance factors have persisted, and it is the dfference 
between the performance of these markets that is an area of concem-the area beyond 
normal business fluctuation and normal market conditions. 

Another indicator of the abnormal change that is impacting the airlines is the growing 
disparity between passenger revenues and gross domestic product (GDP). Historically a 
consistent 0.90 to 0.95 percent of GDP, passenger revenue since 9/11 has fallen below 0.75 
percent of the nation’s output, suggesting that much more than conventional economic 
factors are at play. Again, the point is that we are confronted by economic forces that appear 
well beyond those of the normal business cycle. 
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Chart 6 

Passenger Revenue vs. Nominal GDP 
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The chart below khhghts  the post-9/11 difference between frelght and mail volumes. 
Because of security issues associated with both freight and mad, the decline of mail and 
modest growth of frelght have been problematic for the combination carriers. Freight and 
mad losses are estimated at about $400 miLon because of hqhtened security measures. 

Chart 7 

Air Freight and Mail Volume Trends 
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The airline industry has responded to the crisis by talung aggressive self-help actions 
necessary to stem the effect of deepening losses. As noted above, the primary tool the 
industry has used is to match capacity more closely with customer demand by decreasing 
operations, cutting staff and reducing service. \ W e  measured chically in terms of available 
seat d e s  (ASMs) or numbers of aircraft, these cutbacks also have a sharply personal 
component. Nearly 100,000 employees have lost their jobs as a result of th s  forced 
contraction of the airline industry, along with nearly 400,000 others in the US. travel and 
tourism sector. 

Nearly 
100,000 

employees 
have lost 

their jobs as 
a result of 
this forced 
contraction 

of the airline 
industry, 

along with 
nearly 

400,000 
others in the 
U.S. travel 

and tourism 
sector 

The table below provides a detailed breakdown of the hir Transport Association member 
airlines' fleet between December 31,2000, and December 3 1,2002. Moving into the period, 
the increase of the fleet by 69 units, as of June 30,2001, reflects the last wave of modest 
capacity growth the industry experienced during the robust 1990s. 

Table C 

Net Change in Mainline Operating Fleet - ATA U.S. Members ' 
Fleet 
8727 
M D80 
DClO 
DC9 
DC8 
FlOO 
8717 
L1011 
8747 
8737 
A330 
MD90 
A310 
A32 1 
MDlO 
M D l l  
A300 
6777 
8767 
8757 
A319 
A320 

6130101 
480 
63 1 
133 
31 1 
118 
114 
28 
20 

174 
1,296 

9 
16 
41 
19 
12 
51 
89 

110 
333 
579 
158 
228 

1331 101 
333 
573 
111 
274 
80 
96 
43 
15 

174 
1,277 

9 
16 
43 
23 
12 
53 
94 

119 
344 
600 
177 
251 

613OlO2 
259 
561 
96 

272 
78 
74 
13 
13 

170 
1,303 

9 
16 
46 
28 
16 
56 

101 
129 
359 
61 5 
196 
267 

12131102 
224 
554 
72 

268 
77 
74 
13 
13 

168 
1,294 

9 
16 
45 
28 
22 
62 

104 
129 
363 
623 
210 
284 

TOTAL 4,950 4,717 4,677 4,652 

Sizeable reductions began with the September 11,2001, attacks and continue to the present, 
prompting the fleet to shnnk by 298 aircraft, with a strong emphasis on the least efficient 
aircraft. \XWe several hundred new aircraft have been delivered (reflecting primarily firm, 
non-cancelable aircraft orders in place prior to September 11,2001), the rate of new orders 
has plummeted, creating still more uncertainty for the aviation sector. 

' ATA members are Airbome Express, Alaska Airlines, Aloha Airlines, America West Airlines, American Airlines, 
American Trans Air. Atlas Air, Continental Airlines, Delta Air Lines, DHL Airways. Emery Worldwide, Evergreen 
International, FedEx, Hawaiian Airlines, JetBlue Airways. Midwest Airlines. Northwest Airlines, Polar Air Cargo, 
Southwest Airlines, United Airlines. UPS Airlines and US Airways 
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Chart 8 

Aircraft Orders and Options Backlog - ATA U.S. Members 
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Aircraft uthat ion also has fallen. Many aircraft now operate four tlghts per day instead of 
five. As a result of aircraft retirements and reduced utilization, operations dropped from the 
expected 25,200 per day in 2000 to 24,400 per day in 2001, and an estimated 23,100 per day 
in 2002. The following chart documents the 13 percent deche  in industry employment from 
August 2001 through December 2002, as reflected in Department of Transportation data for 
the entire a i rhe  industry. A total of 78,000 permanent full-time employees and 20,000 part- 
time workers have been cut to help save these companies and their remaining employees. 

Chart 9 

U.S. Airline Employment 
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Many other self-help measures also are being taken. The table below reflects the actions 
taken by the six global network airlines to reduce capital and operating budgets by more than 
$10 bdlion. Despite the cuts, however, the financial hemorrhapg continues. Airlines have 
reduced inflight food service, installed automated check-in kiosks, depeaked hub operations, 
hedged fuel costs, closed reservation centers, eliminated stations and generally reviewed all 
of their costs for every potential savings-and that effort continues. 

Table D 

ATSSSA 
provided an 

infusion of 
$5 billion in 
recognition 

of the 
effects of 

the system 
shutdown 

and its 
longer-term 

impact 

Self-Help Measures Taken by the Six U.S. Global Network Airlines* 
(Year Ended September 2002 vs. 2000) 

Category Reduction Change 

Operating Expenses $4.5 billion (5%) 

Capital Spending $5.6 billion (47%) 

Capacity 100.1 billion ASMs (1 3%) 

Mainline Fleet 240 aircraft (7%) 

Headcount 70,112 employees (I 6%) 

Other Closure of numerous city ticket offices, 
maintenance facilities, and reservations 

centers; reduction in inflight services, fuel 
consumption, commission rates; etc. 

SEC filings of American. Continental, Delta, Northwsl. United, and US Airways 

The Go vernme nt ResDonds 

The federal government moved rapidly, post-9/11, to respond to the threat of attacks on the 
United States by aviation terrorists and the risk of immediate airline industry bankruptcy. 
The Air Transportation Safety and System Stabbation Act (ATSSSA) of September 22, 
2001, provided an industry “life-saving” infusion of $5 billion in recognition of the effects of 
the system shutdown and its longer-term impact. In addition, $10 billion in possible loan 
guarantees were made available to qualified applicants. Notwithstanding the beneficial effect 
of the stabilization payments, whch were subject to taxation, the resulting 2001 net loss to 
the industry exceeded $7.7 billion. (Originally, pre-9/11, this loss was projected at $3.5 
bilhon; without the stabhation offset it likely would have topped $12 billion.) 

Subsequently, with the enactment of the Aviation and Transportation Security Act 
(November 16,2001), the Transportation Security Administration (TSA) was established 
and, with it, a new era of aviation security. W o r h g  with the industry, TSA has established 
vastly dlfferent and improved security processes and procedures. With well-intentioned and 
very valuable government action, of course, other results have followed. The following chart 
demonstrates the estimated incremental pre-tax costs to the airlines of post-9/11 
government policy decisions. These costs include both the direct, out-of-pocket costs for 
new unfinded security mandates imposed on the airlines or billed to the airhes  through the 
q o r t s ,  lost revenues resulting from security policies, and payments made directly to the 
federal government by the airlines and their customers. As a result of competitive forces at 
work in the industry, the absence of industry pricing power results in government imposed 
taxes and fees drrectly reducing industry revenue on virtually a dollar-for-dollar basis. 
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Chart 10 

Post-9/11 
taxes, fees 

and unfunded 
mandates 

have added 
more than $4 

billion to the 
industry's 

annual burden 

Financial Impact of Post-911 1 Policies 
Estimated Incremental Industry Pretax Costs ($ Millions), 2002 ** 

$210 
$310 I---- 

$150 = 
$250 ----- 

Chart 10 is also helpful in understanding the magnitude of the problem confronting the 
a i rhe  industry. Despite the airhes' massive self-help measures undertaken in response to 
the 9/11 crisis, the inexorable growth of other expenses-beyond the control of the industry 
to manage and resulting in substantial measure from government action-has significantly 
contributed to the deepening economic meltdown of the industry. Post-9/11 taxes, fees and 
unfunded mandates have added more than $4 bdhon to the industry's annual burden. 
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Chart 11 

Taxes and Fees on a $200 Roundtrip Ticket 
(Single-Connection With Maximum PFC) 
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On the related point of tax policy, Charts 11 and 12 demonstrate both the impact of 
govemment tax policies on the airlmes, and draw attention to the implications of hlgh rates 
of taxation on a fragde industry. The 76 percent increase in industry taxation between 1992 
and 2002 must be a cause for alarm. The risk that these tax rates, combined with the impact 

maintained by the airlme indusq  in the past is very real. 
between 

1992 and 
2002 must 
be a cause 

for alarm 

Table E 

Federal Aviation Taxes and Fees 

TaxlFee - 1972 - 1992 - 2003 e 
Passenger Ticket Tax' 8 0% 10 0% 7 5% nmf 
Passenger Flight Segment Tax* $3 00 $12.00 
Passenger Security Surcharge $2 50 $10.00" 
Passenger Facility Charge $3 00" $4 50" $16.00" 
International Departure Tax $3 00 $6 00 $13 40 nmf 
International Arrival Tax $13 40 nmf 
INS User Fee $5 00 $7 00 nmf 
Customs User Fee $5 00 $5 00 nmf 
APHIS Passenger Fee $2 00 $3 10 nmf 
Cargo Waybill Tax' 5 00% 6 25% 6 25% nmf 
Frequent Flyer Tax 7 5% nmf 
APHIS Aircraft Fee $76 75 $65 25 nmf 
Jet Fuel Tax' - 4 3#/gal nmf 
LUST Fuel Tax' - 0 l#/gal 0 l#/gal nmf 
Air Carrier Security Fee TBD nmf 

Tax applies only to domestic transportation, prorated on flights between mainland U S and Alaskaklawaii 
"Legislative maximum 
'"Single-connection roundtrip with $4 50 PFC 
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Chart 12 

Aviation Taxes Have Outpaced Inflation and Airfares 
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The Role of Insurance 

Following the 9/11 terrorist attack, overall h b k t y  insurance costs for US. airlines more 
than tripled. War-risk insurance, whch had been provided at no cost or for only one or two 
cents per passenger, became prohibitively expensive. After 9/11, insurers, not sure of the 
actual risks, priced war-risk insurance a t  rates that airlines could not afford. (For example, 
one insurer offered war-risk insurance for $2.25 per passenger, whch would have cost the 
U.S. airline industry nearly $1.4 bilhon annually.) 

The FXA in late September 2001 responded to the turmoil in the insurance markets by 
providing third-party war-risk insurance to U.S. airlines. Recopzing that the markets still 
were not offering war-risk insurance on reasonable terms, Congress last fall in the Homeland 
Security Act instructed the F U  to expand, at least through August 31,2003, its war-risk 
policies to include coverage for passengers, crew and hulls (aircraft). This coverage is costly- 
roughly $140 milLon annually for the U.S. airline industry-but it is far more economical than 
obtaining coverage commercdy. 

As a further recognition of the adverse circumstances and the terrorist threat against the 
industry, the Act reinstated the $100 mdlion act-of-terrorism liabhty cap that first had been 
enacted in the Air Transportation Safety and System Stabhation Act of 2001. 
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Chart 13 

Airline Insurance Costs: 2001-02 
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The Role of Fuel 

Fuel constitutes the industry’s second-largest operating expense. During times of relatively 
moderate fuel prices, these costs average 10 to 12 percent of industry expenses. Currently, 
these costs are pushmg 15 percent-and with every one-cent increase in the cost of a gallon 
of jet fuel costing the industry $1 80 d o n  per year, the exposure of the industry to price 
escalation is severe. 

Beyond its direct impact, another aspect of an energy price increase is the relationship 
between energy, the economy and air travel. The h k  between energy prices and the health 
of the economy is clear. The major recessions of the past 30 years can, in large measure, be 
attributed to the steep increase in energy prices. The a i rhe  industry is inextricably tied to the 
overall economy-ven minor recessions result in reduced demand and increased sensitivity 
to prices for leisure as well as business travelers. 
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Chart 14 

Oil Shocks Trigger Recessions 

Past fuel spikes and attendant recessions have brought about widespread hardship in the 
a i rhe  industry. Airhe profitabihty suffers as a direct consequence of a weakening economy. 

The airlines are doing everydung they can to conserve fuel. Throughout the history of 
commercial aviation, airlines have insisted upon the most fuel-efficient aircraft possible and 
have worked with airframe and e n p e  manufacturers to reduce fuel consumption. Today's 
fleet is nearly three times more fuel-efficient than the fleet we were operating at the time of 
the first OPEC fuel crisis. In fact, our conservation efforts have resulted in a fuel 
consumption rate of almost 40 passenger miles per gallon in today's aircraft-a rate that 
compares favorably with the most fuel-efficient automobiles. 

Unfortunately, once again, the bottom-line is a massive increase in industry losses. During 
the first 11 months of 2002, spot prices for jet fuel rose 27 percent. Just since last December, 
spot prices have risen an additional 55 percent. 

By the end of Februar). 2003, spot prices had reached $1.20 per gallon, a 108 percent jump 
from February 2002. 
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Chart 15 

Market Price of Jet Fuel 
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\ W e  carriers have employed various hedgmg strategies to deal with the situation, the 
addltional impact on the industry of Jet A prices remaining at current levels for just two 
quarters would be on the order of $3.6 bihon. 
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The Perfect Storm 

2000 

Between customer avoidance of air travel, government tax and security policies, insurance, 
escalating fuel prices and the general state of the United States and world economies-and 
despite massive and ongoing industry self-help efforts eliminating bilhons in expenses- 
industry losses continue to accumulate. The 2001 loss of $7.7 bdhon (whch reflected the 
stabhation payments) was exceeded by the 2002 reported loss of more than $10 billion. 

2001 2002 2002 
prelim Changes vs. 

Table F 

Despite 
massive and 

ongoing 
industry 

self-help 
efforts 

eliminating 
billions in 

expenses, 

Notes: 

1. This data is for the Major and National airlines. This DOT category includes all 
airlines with more than $100 million in operating revenues. 

2. Self-help measures are clearly visible in the reduction in the number of flights, 
and the reduction in employment. These two categories afford the greatest 
possibility for management to lower expenses. Of course, many other steps 
have been taken as well. 

3. h l i n e s  have sharply lowered prices in order to attract as many travelers and 
shippers as possible. Demand for travel is elastic. That is, by lowering prices, 
volume will be stimulated and revenue will rise. However, demand for business 
travel is less price elastic than leisure travel. That is, when business travel prices 
are reduced, volume may not increase commensurately. With the slumping 
economy, business travelers have benefited from lower price levels, but business 
travel volume is sull well below 2000 levels. 

4. The employment reductions reflect average annual values. When calculated 
from peak employment to trough, the reductions are even greater. 

The sharp rise in the breakeven load factor is driven by two factors -- lower 
prices and higher costs. When prices go down, more seats must be fded to 
generate breakeven revenues. When costs rise, more seats must be filled to 
cover those higher costs. 

industry 

con tin ue to 
losses 

accumulate 5. 
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For 2003, “base case” estimated losses (premised upon ffist-quarter performance and 
projected fuel costs) will exceed $6.7 billion. Should current estimates prove valid (whlch as 
noted below is unlikely in the event of an active war in Iraq) the industry wdl stand to have 
lost, at a minimum, almost $25 billion from 2001 through 2003. Depending upon the course 
of a war, these losses could worsen significantly. 

Chart 16 

Airline Industry Net Income/(Losses) 
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In order to remain in business and continue to provide essential transportation, the airlines have 
assumed massive debt burdens to cover their losses. The industry is now carrying over $100 
billion in debt. The 1 I largest passenger carriers alone are 90 percent leveraged, with debt 
approaching $90 billion. At the same time their credit ratings have declined-with debt of nine of 
the nation’s 10 major airlines rated “junk.” 
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Chart 17 

Airline Industry Leverage* 
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Source: Salomon Smith Bamey estimates for AirTran, Alaska, American, America West, ATA, Continental, 
Delta, Northwest, Southwest, United, US Aimrays 

Table G 

Airline Credit Ratings - Standard 8 Poor's 

I - -  9llO101 3/5/03 Change I - Southwest A A 
Alaska BB + BB (1 1 
Delta BBB- BB (2j 
Northwest BB BB- (1) 
Continental BB B+ (2) 

~~ ~~ 

AirTra n B B- 
America West B+ B- 
American Trans Air  B+ B- (21 . .  
American BBB- B- (6) 
US Airways B D (8) 

. I  I United BB+ D (9) 

Stock prices have plummeted as well. By the end of February 2003, the outstandmg stock 
value of the entire network-carrier industry had plummeted to only $3.2 billion. The industry 
is financially depleted and "going down for the last count." It does so at grave risk to our 
broad, national, transportation-dependent economy. 
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Section 111 

Aviation’s Critical Role in the U.S. Economy 

he importance of civil aviation to the economy, to the nation, and to the quality of 
Me of Americans was made ready apparent by the terrible events of September 11, T 2001. Layoffs and financial losses in civil aviation, its supplier industries, the tourism 

industry and the broader economy rose sharply. 

Accordmg to the authoritative 2002 National Emnomi Impact of CiuilAviation study conducted 
by DRI-WEFA, Inc. and the Campbell-Hill Aviation Group, Inc., the total 2000 impact of 

GDP and 10 d o n  jobs. 

For every 
job in the the commercial aviation sector in the United States exceeded $800 bdhon (8 percent) in 

airline 
industry, More fundamentally, ak transportation powers our national economy-it t t nks  our 

15 jobs are communities together; it delivers vital, bh-value goods; it produces jobs across the 
produced spectrum including our largest sector of employment, travel and tourism; and it drives just- ,,., the in - the  delivery vital to our productivity. There is quite literally no aspect of life in the 

United States that does not benefit from aviation. 

economy When aviation experiences economic dfficulties, those dfficulties reverberate across the 
economy. For every job in the airlme industry, an estimated 15 jobs are produced in the 
broader economy. It is not surprising, therefore, to learn that in the travel and tourism sector 
of the economy alone, more than 460,000 jobs have ceased to exist in our post-9/11 
economy. With nearly 100,000 of these jobs coming directly from the airlmes, the ripples 
grow. Job losses for aerospace workers are obvious-less so are the jobs lost in every other 
sector that depend upon those nearly h a l f - d o n  lost jobs. 

broader 

Table H 

Employment Impact of Civil Aviation by Sector, 2000 
(000s of Jobs) 

~ ~~ 

Retail Employment 
Transportation 
Other Manufacturing 
Mining and Construction 
Wholesale Employment 
Transportation Equipment 
Finance, Insurance and Real Estate 
Public Utilities and Communications 
Other 
Total 
Percent of Total 

Source DRI-WtkA. Inc 

- 
Direct - 
1,022 
1,381 

a 
393 

a 
380 

a 
U 

1,059 
4 234 

-%E4 - 

Indirect I Induced 

490 

184 213 
167 

787 1,175 

29 o 

Total 

2,277 
2,122 
1,235 

672 
567 
397 
229 

728 

3,022 
11,248 

100% - 

Percent 
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Civil 
aviation 
touches 

nearly 
every 

aspect of 
our lives, 

and its 
success 
will, to a 

great 
degree, 

shape 
American 

society and 
the U.S. 

economy in 
the coming 

decades 

As discussed later, the prospect for the loss of an adltional 100,000 airline jobs is very real. 
With such a loss, some 3,800 d d y  flights would be eluninated. With that action, mid- and 
small-size communities would suffes slgtllficant senrice reductions, including the likely 
elirmnation of air service to many smaller communities. 

Civil aviation has become an integral part of the US. economy. It is a key catalyst for 
economic growth and has a profound influence on the quality of life around the globe. It 
integrates the world economy and promotes the international exchange of people, products, 
investments and ideas. Indeed, to a very large extent, civil aviation has enabled small 
community and rural populations to enter the mainstream of global commerce by h k h g  
such communities with worldwide population, manufacturing and cultural centers. 
Fundamentally, civil aviation touches nearly every aspect of ow lives, and its success wdl, to 
a great degree, shape American society and the U.S. economy in the coming decades. 

The United States possesses the largest, most extensive aviation system in the world with 
more than 18,000 landing facilities, ranging from large commercial T o r t s  serving millions 
of passengers annually to small grass strips accommodating only a few aircraft each year. Of 
the nation’s more than 500 commercial service q o r t s ,  over 400 enplane more than 10,000 
passengers annually and are classified as primary airports. Of these, 50 are responsible for 70 
percent of commercial traffic. The FAA records some 7,000 aircraft owned by commercial 
air carriers, of whch over 6,000 are large aircraft, defined as having a seating capacity of 
more than 30 seats or a maximum payload capacity of more than 7,500 pounds carrying 
passengers or cargo for hue or compensation. 

In 2000, US. airhes carried 666 d o n  passengers and registered 24 bihon ton miles of 
cargo on nine d o n  scheduled departures. US.  airhes also carried 11 million passengers 
and over six bihon ton d e s  of cargo on 400,000 non-scheduled departures. 

Economic deregulation of airhes in the late 1970s stimulated competition from both 
existing firms and new entrants. Intensified competition spurred innovations in marketing, 
operations, technology, and govemance that enabled firms to become more efficient, 
improve service quality, introduce new services, and become more responsive to consumers’ 
preferences. Air uavelers enjoyed a 38 percent decline in real average fares through 2000 and 
79 percent greater service (as measured by departures), concurrent with an increase in 
revenue passenger miles of 200 percent. Fares fell rapidly and personal travel by air became 
the norm after deregulation. Airlines accelerated development of network route structures to 
increase fight frequency and to broaden the scope of services to include many previously 
unserved or underserved smal l  and me-dum markets, while taking advantage of the 
efficiencies of the hub-and-spoke system. 

With deregulation, air cargo networks were able to fachtate just-in-time shipping, providmg 
expanded services at  lower costs. Optimization of just-in-time shpping allows short 
production and development cycle times and e h a t e s  excessive inventor)’ in the logistics 
chain regardless of facility location. Without the availability of ubiquitous, reliable, efficient 
air express service, US.  businesses would be unable to r eahe  the competitive economies of 
just-in-time production. Air transportation offers many cost advantages-lower lead times, 
quicker customer response times, improved flexibility, and reduced inventory. Many high- 
tech, high-value industries have embraced air transport for its time and cost advantages in 
manufacturing and dstribudon, and because it improves delivery reliability by providing 
time-definite guarantees. 
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Section IV 

War With Iraq 

he anticipated impacts on the airline industry of a war with Iraq raise the risk of an 
economic catastrophe to crisis levels. Nationalization of the industry as a result of T wholesale airline bankruptcies is conceivable. 

The grave conltion of the industry entering into the war, as outlined in Section 11, is already 
being worsened by reductions in travel brought on by public concems-avoidmg 
international travel, not wanting to be away from home in the event of hostilities, fear from 
terrorist reprisal attacks-all are combining to dampen demand below its already weak levels. 

In an effort to quanti5 the likely impact of war on the a i rhe  industry, the following 
scenarios put forward four “case stules” of the prospects. The studies, which range from 
the Base Case/No “ar scenario through the full first Gulf War experience combined with a 

Bankruptcy major terrorist incident (with an impact similar to the 9/11 attack), provide what is believed 
is certain to be a conservative and reasonable picture of likely outcomes. Each case is based upon all 

for multiple fghdng occurring during the second quarter of 2003. To the degree possible, actual advance 
booking data were incorporated into h s  analysis. In each scenario, carrier loss mitigation 

airlines at actions (further drastic cuts in capacity and staff) are factored into the calculation. 
the loss 

levels The data, whch follow, along with the operative assumptions, set forth a bleak picture with 
estimated best-case 2003 losses to the industq in the $6.7 b&on range without any Iraq War. l%s 

in the most estimate is based upon actual frrst-quarter 2003 operating data. Earlier estimates, projecting a 
$5 bdhon to $6 bdhon loss, have already been proven overly optimistic. likely war 

scenario Moving up the scale, and p r i m d y  for comparison purposes, a scenario equivalent to the 
first Gulf War-whch is believed hghly unlikely since fares actually rose in that period- 
would result in a $7.6 bilhon loss. 

The most likely war scenario produces industry losses $4 billion hlgher than the base case, 
for total losses of $10.7 billion. Thls analysis projects a 15 percent traffic decline during one 
quarter of “active” war activity. Thrs is based upon actual carrier advance booking 
information, which declined internationally by more than 20 percent following the recent 
Code Orange security alert. Advance bookmg data are corroborated by weekly traffic data 
collected by ATA. Since mid-December, year-over-year traffic growth rates have fallen 
sharply in every geographc endty served by U.S. airlines, with the biggest declines in the 
Atlantic. Based upon hstoric patterns from traffic declines and the slow rate of returning 
traffic under thls scenario, the last quarter of 2003 could see traffic levels no higher than 
those experienced in 1997. At these loss levels, sequential a i rhe  bankruptcies are inevitable. 
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lraa War Scenarios 

2003 Scenarios 

Table I 

Base Gulf War Most Gulf War 
Case - Equivalent Likely Equivalent 

Anticipated War Losses 
(2003 scenarios compared with 2002 base) 

Assumptions: 

1. In all cases, the war is expected to last for one quarter (90 days). Obviously, the 
impacts would be magnified if the war were to last longer. 

2. The Base Case assumes there is no war and shows how the airline recovery 
might continue after two years of losses following the 9/11 terrorist attacks. It 
assumes a growing economy, which would be the principal driver for increased 
traffic levels. 

3. The Gulf War Equivalent scenario is based on domestic traffic falling 5 percent 
while intemational traffic falls 15 percent. The overall traffic decline would be 7.8 
percent and recovery to pre-war levels would take about six months. Fuel prices 
would fall sharply following a quarter in which they have spiked higher. Airfares 
are assumed to rise by 3 percent during the war but fall slightly during the 
recovery. 

4. The Most Likely scenario is based on information from airlines on advance 
bookings for March and April compiled specifically for this report. These 
advanced bookings suggest that traffic will fall more sharply than during the Gulf 
War I. Further, the Most Likely scenario assumes that an Iraqi war on top of the 
already depleted crude oil inventories will continue to see high but modestly 
declining crude prices. As after the 911 1 terrorist attacks, airlines are expected to 
try to attract travelers with lower prices. 

5. The Gulf War Equivalent scenario coupled with a terrorist attack within the U.S. is 
expected to bring even more difficult circumstances. During the 1991 Gulf War, 
airline traffic across the Atlantic initially declined by 43 percent. In this case 
international traffic is assumed to decline by that amount for a full quarter and 
domestic traffic is assumed to fall by 25 percent. Crude prices are projected to 
increase sharply in this case. 
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BASE CASE ASSUMP.TlONS 

Net Losses 

Traffic 

Passengers 

Daily Flights 

Employment 

Fuel Cost 

Prices 

Load Factor 

Brea keven 
Load Factor 

After recording losses totaling nearly $10 billion in 2002, the industry is 
able to make some progress in reducing losses in 2003 to $6.7 billion. 

With a growing economy, airline traffic shows continued improvement 
with a 5 percent growth rate but still does not return to 2000 levels. 

The number of passengers grows by 28 million or about 76,000 per day. 

To accommodate the growing number of passengers, airlines add about 
500 daily flights. 

To handle the increased flow of passengers and freight, airlines add 
about 11,000 employees-about 2 percent. The increase in employment 
is less than the increase in the number of passengers because of 
increasing productivity of the workforce. 

Current fuel prices are running at over 100 cents per gallon. With the 
Venezuelan strike behind us, energy costs are expected to moderate. 

Fares are currently running at 1988 levels, without adjustment 
for inflation. Prices have been very weak because of the slack demand 
for air travel. With increasing demand in 2003, airlines may be able to 
put in place a modest 3 percent fare increase. 

The percentage of seats filled is expected to reach a record high of 73 
percent as carriers add capacity more slowly than the increase in 
passenger and cargo demand. 

Although the industry is expected to reach a record load factor in 2003, 
prices remain very low and costs very high, so that the breakeven load 
factor remains seven points above the actual load factor. A price 
increase would reduce the number of seats needed to be filled to break 
even, and decreases in costs-especially labor and fueknrould reduce 
the breakeven load factor. 
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GULF WAR EQUIVALENT SCENARIO 

Net Losses 

Traffic 

Passengers 

Daily Flights 

Employment 

Fuel Cost 

Prices 

Load Factor 

Breakeven 
Load Factor 

Losses would grow to $7.6 billion principally because of the decline in 
the number of passengers. 

When fighting began in the Gulf in 1991, traffic declined by 8 percent and 
took about a half-year to recover to pre-war levels. For the full year, 1991 
traffic declined by 2 percent. This scenario assumes the same quarterly 
8 percent decline in traffic and assumes that by the fourth quarter, traffic 
will be back to fourth quarter 2002 levels. It should be noted that fourth 
quarter 2002 traffic was still 8 percent below the fourth quarter of 2000. 

An eight percent decline in passenger traffic equates to 13 million fewer 
passengers in the quarter. For the full year, a 3 percent decline in the 
number of passengers equates to 18 million less than in 2002. 

During the Gulf War, flights were not reduced in proportion with the 
decline in passengers, and load factors fell. This scenario assumes a 
slightly greater reduction in flights, with a proportionately greater 
reduction in fuel and labor costs. 

Net employment for the year will average 31,000 fewer than in 2002. 

During the Gulf War, fuel prices declined from the highs established in 
the preceding quarter when Iraq had invaded Kuwait. This scenario also 
assumes a sharp decline in jet fuel prices from the preceding quarter. 
With the cut in the number of flights, fuel consumption is expected to be 
reduced by over 500 million gallons. At the assumed price of 78 cents 
per gallon, airlines would save nearly $400 million. 

During the Gulf War, airfares increased. We have assumed that same 
increase in this scenario. However, it seems unlikely that airlines (who 
were unable to raise prices in 2002 because of weak demand) would be 
able to raise prices in the face of weaker demand. Nonetheless, to 
closely replicate the experiences of the Gulf War, a 3 percent increase is 
assumed for the period of the war followed by a 1.4 percent quarterly 
(year-over-year) decline and a 0.4 percent increase. These price moves 
are identical to the price changes of the Gulf War. A more likely outcome 
is that airlines would continue to lower prices and losses would widen. 

With flights and capacity cut, load factor is assumed to remain close to 
the near record levels of 2002. If flights and capacity were cut less 
aggressively (as in the Gulf War) load factors would be lower and losses 
would widen. 

The breakeven load factor is driven higher principally by higher unit 
costs. Although airlines will cut employment and fuel consumption, 
average compensation per employee is expected to rise slightly. Laid off 
employees come from the low end of the seniority lists. The remaining 
employees tend to be more highly compensated because they are more 
senior. Unit fuel costs (price per gallon) are assumed to be seven cents 
per gallon higher than in 2002. Over the last 10 years the average price 
per gallon of jet fuel has been 63 cents. The last three years have seen 
jet fuel prices of 79, 79 and 72 cents. These fuel costs that have been 
far above the long-term average price are a big part of the losses 
experienced by the airlines. 
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MOST LIKELY IRAQI WAR SCENARIO 

Net Losses 

Traftic 

Passengers 

Daily Flights 

Employment 

Fuel Cost 

Prices 

Load Factor 

Breakeven 
Load Factor 

Net losses would be expected to increase by $4 billion over the base 
case (no war) scenario. These losses would be principally driven by the 
decline in traffic coupled with a decline in price and an increase in the 
price of fuel. 

Based on advanced booking information supplied by ATA member 
airlines, traffic is expected to decline more sharply than in Gulf War I .  
Carriers have indicated that following the move to Code Orange security 
level, intemational advance bookings declined by more than 20 percent, 
In this case, we have assumed a 15 percent decline in the quarter in 
which fighting occurs followed by quarterly declines of 10 and 7 percent. 
By the fourth quarter of 2003, traffic levels would be expected to be at 
levels that are similar to 1997. These low traffic levels would be the 
combined result of having not yet recovered from the 911 1 terrorist 
attacks and the added impact of a second Gulf War. It would then take 
several years of steady growth to return to 2000 traffic levels. 

These lower traffic levels equate to 52 million fewer passengers carried 
in 2003-an 8.6 percent reduction compared to 2002 and 17 percent 
below record 2000 levels. 

Carriers are expected to react aggressively to the decline in traffic by 
cutting service equally sharply. Flights are expected to be reduced by 
2,200 per day-a 9.5 percent cut for the full year. 

Unfortunately, employees bear the brunt of self-help measures 
undertaken by airlines. The workforce is expected to be reduced by 
70,000 in this case. 

Fuel costs are expected to rise. Crude oil inventories have been 
reduced to very low levels by the Venezuelan strike, making the nation 
more vulnerable to supply disruptions from the Middle East. Even 
though the Venezuelan situation seems to be resolving, crude prices and 
jet fuel prices are continuing to rise. 

Airlines will struggle to regain their lost customers by further lowering 
prices. This was the pattern followed after the 911 1 terrorist attacks. 
ATA expects that airlines will continue to cut prices in order to stimulate 
demand. In this most likely scenario, we expect prices to fall about four 
percent compared to the eight percent declines in 2001 and 2002 
triggered by the 911 1 attacks. 

With aggressive capacity cuts and their attendant cost reductions, airline 
load factors are expected to reach record levels. 

Even with many cost cutting measures in place, the breakeven load 
factor is expected to increase to an extremely high 85 percent. 
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GULF WAR EQUIVALENT PLUS TERRORISM SCENARIO 

Net Losses 

Traffic 

Passengers 

Daily Flights 

Employment 

Fuel Cost 

Prices 

Load Factor 

Brea keven 
Load Factor 

Although many people are working hard to avoid this scenario, it must be 
assigned a relatively high probability. If a terrorist attack occurs in the 
US.,  passenger volumes would be sharply reduced and losses would be 
unbearable. ATA believes that losses could amount to $13 billion and 
would threaten the continued viability of the industry. 

Another terrorist attack would send traffic plummeting. During Gulf War I 
and following the 911 1 terrorist attacks, Atlantic traffic initially declined by 
43 percent. In this scenario all international traffic is assumed to decline 
by that amount for a full quarter and domestic traffic is assumed to fall by 
25 percent. For the full year, traffic could fall by 12 percent, bringing the 
industry back to 1995-1996 traffic levels. It would take years to recover. 

Passenger enplanements would drop by 75 million. Considering the No 
War scenario, this represents a passenger decline of more than 100 
million from those expected levels. 

Airlines would react aggressively to cut their costs. Airline flights would 
be reduced by some 3,800 daily flights. Service to many small- and 
medium-sized communities would be eliminated. 

Employment levels would be cut by nearly 100,000 employees, bringing 
the total reduction in force from 2000 to 2003 to nearly 175,000 or more 
than 25 percent of the workforce. 

Fuel costs are currently as high as the spike that preceded Gulf War I. In 
this scenario we have assumed that they remain at those very high 
levels through the war and decline slowly during the following quarters. 

Lower prices are expected to recoup lost traffic. In this scenario price 
reductions are assumed to be about the same as those that followed the 
911 1 terrorist attacks. 

With even more aggressive capacity cuts, load factors are assumed to 
increase to record levels-reaching 75 percent. 

Although airlines will aggressively cut costs, breakeven load factors are 
expected to rise to impossibly high levels-reaching 92 percent for the 
year. 
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Section V 

Conclusion 

key pillar of our nation’s economy-our a i rhe  system-is suffering from 
exmaordinary adversity brought about by the 9/11 terrorist attacks on America. The A forces at  work are well beyond “normal” market fluctuations and reflect the stated 

goal of the terrorists to bring down the United States by attacking its key institutions. 

Over the past eighteen months, both the United States government and the airline industry 
have taken decisive steps to defend and s t a b h e  this critical economic engme. While the 
steps have been difficult, painful and expensive, they have been essential. For the airhes, 
massive job losses, massive new costs, and radical airline capacity cuts, among the other 
measures o u h e d  in th s  report, have been undertaken to txy to keep the airlines flying. The 
government has been equally aggressive in establishmg new security processes and 
procedures. 

As our long national fight against terrorism continues, however, still greater “non-market” 
adversity is on the horizon for the a i rhe  industry. The mere prospect of war with Iraq has 
already further weakened this indusq,  which is literally struggling to survive. As the 
prospects for war mount, and its likely scenarios are projected, it becomes starkly clear that 
wholesale bankruptcies in the airline industry, major a i rhe  liquidations and even the forced 
nationahation of our a i rhe  system are the risks we confront. 

There remains a short window of opportunity if we are to avoid h s  Uely outcome. The 
government can and should act with dlspatch to reduce the burdens currently imposed on 
the airline industry. While the airlines must be expected to deal with normal forces in a free 
market, the government must recognize and respond to the extraordinary, non-market 
forces that have produced the crisis in the industry. 

The time for decisive government action to maintain h s  essential key to our economic 
success is now. 
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An action plan is outlined, explaining the first atepa involved m turning the proposed 

The report is sbuctraad as bllows. 

elements of the relrtionships baween rirlines and CRSS, and bdwten C R S S  pnd travel 

remedies into politically feasible outcomes. 

section 2 begha witb an ovaview of thc sector under discussion, txamining the main 

agmcies. Section 3 then lpys m tbe regulatory background and the bistary of the 
ongoing dispute bdwem Elnopera airlines and the CRSs, and the. involvanent of the 
kmpcan rtglllrtor. Sections 4 and 5 describe the mdalyin~ economic bchaviour in the 
aisthg systu& explaining much of the &saved ImdestI;ib - kdanulfsrsratioaal 
responses to tbc iadustxy structure. The “lysis ases a fbrmal competition law 
framcwoxk to rrndapin the amciusions, which ftciiitateo the Iater dircusgiw of the 
Optianr available for action. 

. 

Section 6 uiticalIy &scsscs the three proposed remedies: 
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P- Find Rqxnt 

If an agemy rises the unbundled pricing basis, it is marc certain of paying t& CRS 

the sune incentive stmchacs (sce below) prc used. 

It is also not clear whetha all agcnts arc o f f d  the choice of net or gmss fees, or eycp 
whether 911 CRSs offer these fee bases. 

Thirusoa the CRS am a f € d  to pay the agent (ratherthau the agent pa- the CRS br 
receiving asemice, as is found inmore conventional markets) is thatthe agent effectively 
creates mmuc forthe CRS. By booking through oprrriculpr CRS. t&c agent allows the 
CRS to chirgc the airline its booking fee, which will be higher than the agreed payment 
to the travel agent. 

As the bookina fepaid by the airline is a flat-anit rate, mgardless ofthe number or type 
of bookings the agent executes, the CRS has an incentive to increase the aggregate 
number of bodringg that arc transacted through its sytcm. Accordiagly, CRSs compete 
with cacb other to maximbe the number of boob@ through their own system. This has 
rcsultd in intaWting incentive ammgrmcnts, kuown as 'productivity payments', or 
'cash-badr',hmthe CRS totbe agent 

Thsc incentive paymen$ me basically loyalty bonuses. When the contracts iuc 
negotiated the agmt specifies its expected number of bookings h the relevant time 
paiod (usuallyoa m annual basis), aud the CRS quotes abookingnbattonthebasis of 
this figure. The CRS will o&r l a r g c r p c r - ~ g  rebates to the agw the greater the 
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Steps must be tpkea by the agent to mitigate the migration problan. Oftcn, this will 
involve making hard copies of the drt.bpzc of bookings, .ad passenger &tails. The 
degree to which the CRSs will MliW the mipution pmccss k unclear, and reports 
ccmflict betweal di5-t agents. It may be that the level of involvQI” palticulPrly 
b m  the new CRS, is dependart on the importance of the individual client, and the 
grater the expected volume of business, the more effort the CRS will make in helping the 
migntionpro#ss. 

While them is clear competition between the CRSs for a g a q  business, there appm to 
be a significaut iacpmbart advantage, indicating that the existing CRS is likely to retain 
the business. Thereluctanceof.gmts to switch is incnosed bygreatercosts ofswitchin& 
such as may arise h m  1” hardwan contracts, with tcsminatioll charges, and 
problemswithmigration. 

relalively casy, the l m l  of achul switching is probably law. This is ttuxusc the 

agents by one of tk ather CRSS. thereby removing tbc travtl ageat’s ipcentivc to switch 

It should ais0 be noted that., m spite of the fact that, for MM travel agents, switching is 

incumbent CRS will often d or beat the ‘cash-back’ scbcmcs offered to its travel 

1s 
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t h c ( h a ” s l  ‘on is happy to investigate the complaint, but further 
information; 
if problems arc arising which can only be mhed by changing the Rcgdation 
’thar sucb improvements must catainly be consickred and appropriate kgislation 
proposed if “y’; 
a significant number of h e n  firmly trmaiLl pimat &as, with ‘a suious 
financial intarstin amring that CRSs areas profitable as possiik’; 
tbar will be liak scope forrelaxation of the basic priDciplcs ps long as tbcc 8m 
pprrat carrias; 
a ~ O I u t i W  in t e c ~ l o g y  siacc the draftkg of the code WiIl offer new 

0 

possiiiilities for airlines to bypass CRSs. 

This exchange of letters was the culmination of a flow of camspondence which included 
the problem of fictitious booking and the CRSs’ refusal to rrcognisc the artidanent of 
‘group’ applicants to collccti~e purchrue of Marketing I n f d o n  Dara, as act out in the 
1999 ”ent 

3.5 TIW ~~.mgu~.tory regtmo 

A major diffiaence m policy rtpproach towards CRSs between the USA and the EU b 
apparent. In the USA, CRS rtgulstion is central on airline ownaship issucs, While some 
CRSs (Sabre) no lan~have any links to piriiws, it tppearsthat US policymakas will 
continue to apply thc CRS regulation. Within the EU, however, CRS ngulation has 1 
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It is clam that the return on equjtyofthe three CRSs rhown m Tabk 5 2  is hi& Far 
c”, the retarn on thc FrSE 100 index was on avaagc 15% ovatbepasl five 
v- 

Tabla 51: Roturn on oqulty (%) 
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'Ihe d y s i s  set out above indicates that there arc a number of both static and dpamic 
market fiilure m both the upstreem a d  daw" marlut, md in particular when the 
two markets arc taken togetha. Airiines arc faced witb CRS supplias with considaable 
market powq mvel agents have inccatives to behavc in a way that increases total costs; 
d market shares in 1ocalIMrkeu IIC high, aadnryrenble. 

However, these market f- lrise in the mtermediate markets of the supply of 
informption a d  acat-booking services. Although it is likdy that f.ihrres m mtcrmcdiate 
rmrkcts d m  Gliilura m the i k l a l w  market (which, in thh case, is the actual 
passenger joumcy), it is not outomatl 'cally the cast. For a cmtpdtiw authority, this 
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6.4 Summvy 

As the airlines provide the majority of CRS "ues, they effectively cover most 
of the CRS c o ~ q  and pay for most of tk savices ptovided by CRSs to travel 
igent~, such u hardware md bock05ce soffwprt, 

CRS may lgc the booking f&s charged to the a i rkc5  to finance the cost of 

(awJ-subri&h). 
developing CRS &ccs for other travel sectors, such as car rentals and hotels 

The high level of cssh-backs off& by the CRSs to tbe travel agents may hm n 

agents to use its systan without offering the same rebates or similar cash 
inducements. Givm the w d  costs of providing such inducements, any new 
entrant would need to use the same basic cconmnic model ILO the existing CRSs. 

significant ellryhrrierforncw firms attempting to offa competing savias to 
the CRSS It WOPM be vaydifiicult far a competitor to the CRSS to ottnct travel 
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PytFW Final Retpctrf 

Changing, or removing, the Code is designed to make it easia fix airlines to negotiate 
with the CRSs, pod hence improve the b k e  of brrgaining p m  between thc two 
parties. The c ~ l ~ ~ c o t  obliga!iom on airlines (tee section 2) mean that parent carriers arc 
faccd with tm imposed ‘ k e  choice, inhmntly weakening their negotiating 
position witti eacb CRSf Relaxing tfie obligations MI .irtincS to enable than to ctroose 
different levels of functionality, e o n  that M m  acrosa ngiona or wen the 
option to &list h n  a CRS if theydo not likc the tenns they are being offered, may 
improve the commercial relationship behrcea tach airline and CRS. 
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7.1.3 Choka offutrcflo~lhy 
’fhe 1ccoLd change would be to give all lirtines the ability to participate m CRSs at 
different lev& of f i m c t i d t y ,  as a mtans of frciiitating man competjbioa baween the 
CRSs for the b h  of the airbcs. Curmtlyv all tour CRSs have apirityprovirian in 
t h & c o n ~ w i t h p 8 r t i c i ~ c r r r i a s ~ r s q \ l i r e s  ~ c o r r i a s t o  prrticipptein 
as high a level in their CRS sytstcm 1s in my atha system. Allowing aklines to choose 
their fuactionality Id between CRSs would in effkct also mean prohibiting the parity 
p iwis iozu inc~  intbcaobparmtcarricn’~withdKcRsS.  I 

Each CRS provides V ~ O W  levels of #Nice to participating Carias, with the basic l en l  
costing about halfas m d p a  segment booked a# the highest fimctonality. Ifan airline 
decided that the prices charged byme CRS were too high, it could Ibduce functionality 
and pay for just the brric product 1..eduting its CRS Msts in the process. However, if a 
CRS dots not mdwx rirlines to tdre iidl functidtymtheir system, they risk losing 
travel agency clients btcuue the quality of the end product provided to the travel rgmts 
is diminished. 

Witbout<pa,rity conditions, in orda to induce the airlincs b accept full fpnctionality, CRS 
companies will have to compett oil w a n d  price b ussure that airlints arc taking 
similar lmls of functionality in their 8s with the CRS’s rivals. This argument is 
predicatad on smllg rrmrkct forces in the tmd agency mark& whne CRSS have to 
compctc to retain l?ubmiiing travel 8gcnts. It is the risk of losing these cutoarcnr that 
q a t e s  the p m u r e  011 erch CRS to lrim to keep a i r l i ~ ~ ~  participating& tbe highest level 

The functio~ty issue bas alreadybeen addressed inthetISA In 19% “Cndment to 

their contracts with participating airlines. In its report on the issue, the DOJ acLnowlcdged 
that ‘CRSS have substantisl mepiLct power over tbc airiineJ, but g e a d l y  not over the 

the CRS rules was p& which prohibited the CRSs &om including parity provisions in 

travel agents.’” It was ~ ~ m l u d e d  tbat the parity provisions reduced the incentiva for 
CRSs to lower fees to tailor their products, and to enhana the Oavice provided. 

The DoJ hoped tbat allowing participation at differing levels would allow the airlines to 
take full f u n c t i d t y  in the CRS that b strength in a given region, and lower 
functionality in the Compceing CRSa ’Ibc Departmeat of Transportrdion is cumntly 
analysing this issue, but anade clur in an inkwicw with the tepm t4at no major cbangcs 
in the mnrket have accumd a~ a result of prohibiting the Wty provision. The dynamic of 
this prrxxss is lilrelyto be similarto thnt outlined above m respect of rrllowingairlines not 
to participate at a n i n a m .  

price b.lrmcc between the levels of fimetionality. In other words, thc gap bctwan the 
However, cvcn if airlines did downgrade their functioaality, the CRSs could alter the 

priccs of basic rad full functionalitywithio a CRS would m w ,  to limit the incentive 
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PlXFlRW Report 

This follows a similarjudganent with respect to Gkobank sehanes m the Nethalands." 
In dm case, at the Commission's request, the banks m qucstion decided that tfit mount 
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7.1 lntroduttion of market mech8nkmr 

lbe ieast iataveationirt regulatory wlufion would be to f.cilitatc a change in the 
rtrucnpe of tht @on of tbe mpTLd wch that mpLd forces have a prater effect. The 
objective would be to produx a malrct strpcture tha! was sclf-sutahing m the long nm, 
md that would not Dced continuous resulatory h l v a n e n t  

# 

OXERA considad anumba ofoptions for improviugthc incentiveJ within the markct 
to produce this Liod ofmohttioa The example presmkd m detail below clppears to be the 
moQt witable m ccwomic 
above. Howeva, the pmtical issuts rclatcd to its introduction have not baa considered, 
d oeha almoatiivcs may k available that cddnss in whok or in part the same 
problems. 

7.3.1 Subscriber.bawd prichg 

An txtcnsioa of the suggestion in section 72.3 that has more radical c o ~ e n c e s  is a 
shift towards subscrii-bnd pricing where the (arbitmy) price cap is etrectively zero. 
In this ~ 0 ,  the CRS costs WOuId be borne by the travel agalt!4 through fets, while no 
charge would be applied bawcm airiha~ md CRSd Any products ormviccs off'by 
the CRS which an specifically for v& use (d 8s the advdsing of the CRS 
system) would continue to be recovered h g h  vendor chrgcs. In ~SSQ~CC, only thore 
savices provided by CRSa, whac .irlines had a ralistic option of declining thcm. would 
be chargcabk to rirlincs. The cost of dl other suvkas provided by CRSs would be 
r c c O ~ ~ t n I v d ~ .  

mdthc most IikCIyto Eulfil the rcquircmests detailad 
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CRS (3) 90 CRS (3.5) 90 
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' loo 100 
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Passenger 

Year 1 Year 2 
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\ \ 
CRS (3) 85 CRS (2) 85.5 

.Travel Agent (12) 

100 100 

1 m - d  Agent (12.5) 

- t  
Passenger 

t 
Passenger 

59 



! 

, 

i 

60 

. .  



. ,  . .  
._ . 

. -- 

. .  
I+ -? 
L. 2 

I -  .;>{ 

I ,  

. .  . .  

Such diSaimination dm occllls in the ament amugcmmts, with d agencies 
receiving signifmntly lower incentives than the large business agents, such as Carlson 
Wagonlit aad American Express. Smaller 6rms will have a much weaker negotiating 
position with regad to the CRSr By changing the a" so that agencies are paying, 
rptfiathaursceiving,teer.thirdi - ' .. ismdeQgnificantlymoretrpnsparent.The 
pnaicrrl implaneatrdia of the subsc r ik -bd  pricing mainly depends on the 
effectiveness of phi i t ing  CRSs hxn charging rirtincs booking few. "e is a risk that 
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8.1 PdMcal and regulatary Mockages 

The present "ket rc~cturr has bccomc blocked. The CRSs have ban  able to shelter 
behind the Code, redurmg diatoguc with the dismissiug enquiries h m  the 
=w=- ' ' o a , m d ~ t o r e s p c c t n c w l y i n t r o d u c e d  provisicms, such as 
those relating to poup pIlrchose of dur, f i l e  at the same time building their busiaeares. 

82.1 The German dwMe.fee dtuatlon 
This is a telling example ofthc inequities of the prwmt stracturr of the CRS &et, The 
Board of Airline Reprrpmtatl 'VCE in Gumany (BARIG) has already been involved in 
(Bpparenty fiutleoo) discussions with the CRSs and 2 roundtable-mcectings initiated by 
the Commission ended without an effective solution. 

8.29 'Group' dofinition for MIDT purehano 
Tbc CRS hostility to this provision was de"crted by their taking the case to the 
Europcau Court. Howsvcr, deapitc thc court of First b e  judgcmcnt in Docember 

clear breach of tbe Code where the Commission should have acted more vigorwsly. I! i3 
sti l l  not cleprwhcn the Commiesion will propose m o d i f i c a t i ~  

8.2.3 AEA'r formal complaint on alleged collurlon 
On March 15th 2001 the AEA mde a formal complpint to tbe commission on the CRS 
fie notificatioa There is little indication that this camplaint has been tollowed up, except 
with a holding reply on April loth 2001. 

2000. t b e c R s s  a p p e p r t o b a v e ~  to mept m y p u p  8pplications f o r k  This isr 

lllis is potentially the moat far-reaching md salsitivt iwle,but one which goes to the 
hc2trt of AEA'S pk inca .  The CCoMmiC analysis herein pmvides the g a d  basis for 
openingaprocedurr- 
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JETBLUE AI WAYS CORP filed this S-1 on 02/12/2002. 

6 Prev Paqe Entire Filinq Next P a a e  * 
Outline - Printer Friendly 

The key to our low unit costs is the high productivity of our assets and our employees. Some of the factors that 
contribute to our low unit costs are: 

. We operde only one tvpe of aircrqf, the technologically-advanced Airbus A320, with a single class of 
service. Operating a fleet of identical aircraft leads to increased cost savings as maintenance issues are 
simplified, spare parts inventory requirements are reduced, scheduling is more efficient and training costs 
are lower. Flying a single type of airaaft also allows our employees to become highly knowledgeable 
about the ,4320, thereby increasing their efficiency and productivity. A single class of service simplifies 
our operations, enhances productivity, increases our capacity and offers an operating cost advantage. In 
addition, the size of our order of A320s enabled us to reduce our aircraft acquisition costs through a 
volume discount. 

. We utilize ow aircrd gciently. For the year ended December 3 1,200 1, each of OUT a i r d  operated an 
average of 12.6 hours per day, which we believe was higher than any major U.S. airline. By comparison, 
Southwest reports that its utilization rate was 11.1 hours per day in fiscal 2001, which is recognized as the 
highest among the mjor U.S. airlines reporting this statistic. By using our aircraft more efficiently than 
other airlines, we are able to spread our fixed costs over a greater number of flights and available seat 
miles. We achieve high aircraft utilization in several ways. New aircraft can be safely scheduled to fly 
more hours each day because they are more reliable and require less maintenance than older air&. In 
addition, we operate a number of "red eye" flights, which enable a portion of our fleet to be productive 
through the night. Our a i r d  are scheduled with minimum ground time to avoid unnecessary time spent 
at airport gates. Quick, efficient airport turns increase the number of daily flights per airaaft. 

Our worVorce is higMypro&tive. We take great care to hire and train employees who are enthusiastic 
and committed to serving our customers and we incentivize them to be highly productive. We believe that 
we have one of the most productive workforces in the industry. Our high level of employee productivity is 
created by greater fleet commonality, fewer unproductive labor work rules, a greater use of part-time 
employees compared to other airlines and the effective use of advanced technology. For example, most of 
our reservation sales agents are part-time employees who work fiom their homes, providing us better 
scheduling flexibility and allowing employees to customize their desired schedules. Our compensation 
packages are designed to align the interest of our employees with our stockholders. A significant number 
of our employees, including FAA-licensed employees, participate in our stock option plan. AI1 employees, 
including part-time employees, are eligible to participate in our profit sharing plan and will be able to 
participate in an employee stock purchase plan after this offering. 

We haw low distribution costs. Our distribution costs are low for several reasons. Unlike the major U.S. 
airlines, we do not use any paper tickets. Ticketless travel saves paper costs, postage, employee time and 
back-ofiice processing expense. In addition, we believe passengers who book ticketless travel are more 
likely to book directly with the airline rather than through a travel agent. Direct bookings by our 
customers save travel agency commissions and computer reservations systems fees. For the year 2001, 
92.6% of our sales were bodred directly with us either through our reservation agents or on our website. 
Intemet sales on www.jetblue.axn are our least expensive form of distribution and accounted for 44.1% 
of our sales for 2001. We believe that our percentage of Intemet sales is slightly above that of Southwest 
Airlines and well above that reported by most other major U.S. airlines. 

Niw All Airbus A320 He& With over $1 75 million of equity capital, we have been able to acquire a fleet of new 
aircraft. Many new entrants in the airline industry during the last IO years began flying with a fleet of used aircraft. By 
using our strong capital base to acquire a fleet of new aircraft, we have set JetBlue apart h m  most other low-fare airlines, 
both new and established. We currently operate 22 Airbus A320 aircraft, all of which were delivered to us new. Each 
aircraft is equipped with 162 leather seats in a 

38 
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AA'S Ei&yFare Saves TQ3 Clients 7 Percent On Average 

MARCH ?2,20!?3 -- 

TQ3 Travel Solutions today said its parficipation in American Airlines' EveryFare program (BTN, Dec. 9)  
beiween Nov. 14 and Dec. 13 saved an average of 7 percent "compared to corresponding GDS published 
rates" for seven clients with varying volumes, policies and historied AA usage. Savings "ranged from as 
high as 15 percent to as low as 5 percent," the q p n q  announced. The number of AA Web fares 
purchased also varied, said TQ3, "from 219 for a $30 m i k n  client m an AA market with a policy 
enmuraging non-refundable tickets to ha transicfions for a $4 minion client otrtslde an AA market with no 
policy requiring w encouraging the use of nWefundabte tickets." 

TQS said AA Web fares purchased included Y and Q class fares that w e  5 p"t off published Y and 
Q fares as wetl as others in various markets that were an average of 15 percent tower than their published 
counterparts. Where applicable," TQ3 said, ''clients wl!h an AA mtmt were stlowed to use their 
corporate discount, as well as the fwer Web fare for even greater savings." 



EXHIBIT 12 



AMERICAN AIRLINES, INC., 

Plaintiff, 

V. 

FARECHASE, INC., 

Defendant, 

SABRE INC., 

Intervenor. 

NO. 67-194022-02 

IN THE DISTRICT COURT OF 8 
0 
6 
0 
0 
0 
9 
9 
9 

TARRANT COUNTY, TEXAS 

67” JUDICIAL DISTRICT 

TO THE HONORABLE COURT: 

Sabre Inc. (“Sabre”), Intervenor in this action, as Counter-Plaintiff, complains of Plaintiff 

American Airlines, Inc. (“American”), as Counter-Defendant, and for cause of action alleges the 

foIlowing by way of Counterclaim: 

I. Incorporation of Allegations 

Sabre adopts and incorporates by reference the allegations as set forth in its Plea in 

Intervention in this case. 

II. Summary of Claims 

Sabre’s claims against American are simple. Sabre operates a computer reservation system 

(sometimes also referred to as a global distribution system or “GDS”) that travel agents and others 

use to book air trave1 (among other things). American Airlines, Iikc many other airlines, participates 



in this system. This participation allows American to distribute its services and sell its tickets to and 

through travel agents and others who subscribe to or use Sabre’s computer reservation system (these 

people are commonly known in the industry as “subscribers”). 

The agreement between American and Sabre (referred to customarily in the industry as a 

“Participating Carrier Agreement” or “PCA”) requires American to make all of its air fares available 

in Sabre’s computer reservation system. American has refused and continues to refuse to make a 

class of fans known as “web fares” generalIy available to all of Sabre’s subscribers. American’s 

refusal to provide these fares for sale to any of Sabre’s subscribers through the Sabre computer 

reservation system constitutes a breach of the PCA. 

Sabre is seeking damages for past breaches and is asking the Coun to require American to 

specifically perform its obligations in the future. 

Ill. Facts 

On about September 22, 1998, American entered into a written contract with the Sabre 

Group, Inc., entitled “Sabre Participating Carrier Distribution and Services Agrcement.” Thereafter, 

on about July 30, 1999, the Sabre Group, Inc., changed its name to Sabre Inc. 

The PCA obligates Sabre to distribute American’s services through the Sabre computer 

reservation system, Pursuant to the terms of that agreement, American (referred to in the PCA as 

the “Participating Carrier”) agreed that it had the foilowing responsibilities, among others set forth 

in the following enumerated provisions of the PCA: 

2.1 Participating Carrier, at its own costs, shall coordinate its reservations services with 
SABRE to provide as advantageous and uniform reservations sewices to all SABRE 
Subscribers as i t  provides through any other GDS. In addition, any improvements, 
enhancemqnts, or additional functions to Participating Carrier’s reservations services 
offered to end users of any GDS will be offered by Participating Carrier to SABRE 

JNTERYENOR’S ORlG INA L COUNTERCLA ITt$ Page 2 



Subscribers on the same terms and conditions as are agreed to with such GDS. Such 
services shall include, but are not limited to, ticketing capability, passenger 
information, interim schedule change data, fare data, fare quotations, and procedural 
information. Seat availability on each flight will be on a segment or first closing basis, 
and shall be in accordance with the provisions of Article IfI of this Agreement. 

2.4 Participating Carrier will provide SABRE Group, as rapidly as possible, with all 
revisions to its information concerning services provided to passengers, inchding 
interim schedule change data, fare data and fare quotations, and such other material 
that may be included in SABRE. Participating Carrier will not close its flights to 
SABRE Subscribers on a less favorable basis than it uses to close flights to users of 
any GDS. Participating Canier will transmit revisions immediately by AVS messages. 
Patticiparing Carrier shall not withhold from SABRE Subscribers in any country any 
fare inventory class made available by Participating Carrier to users of any other GDS 
in that country. 

2.16 SABRE Group shall use reasonable efforts to obtain the fares and fare rules which 
apply to Participating Carrier’s flights from industry fare suppliers. If SABRE Group 
is unable to obtain such information afterreasonable effort, Participating Carrier shall 
promptly supply, upon SABRE Group’s request, the information to SABRE Group 
by loading in SABRE. Participating Carrier agrees to give SABRE thirty (30) days 
advance written notice of any changes in their fare vendor. The information shaIl be 
provided on magnetic tape or other medium mutually agreed upon by the parties. 
Any changes or revisions to such fares or fare rules shall thereafter be regularly 
submitted on a timeIy basis to SABRE Group by Participating Carrier by way of the 
same medium. Notwithstanding the foregoing, Participating Canier shall submit such 
fare information on at least as timely and regular basis as is used for any other GDS. 
For fares and rules not submitted to SABRE through an industry fare supplier, 
Participating Carrier agrees that it will not issue a debit memo to a SABRE Subscriber 
for any SABRE auto-priced ticket wherein the debit memo is a result of a fare change 
about which Participating Carrier failed to notify SABRE Group at least ten (10) days 
prior to the effective date of that fare change. 

American currently offers, and for some time in the past has offered, certain fares on its 

website, A,4.com, which are commonly referred to as “web fares.” These web fares are generally the 

lowest priced fares offered by Amencan to the traveling public. As is evidenced by American’s 

position in this lawsuit, American attempts to restrict access to those web fares except to visitors io 

the AA.com website, andothers with whom American has entered into other commercial agreements 
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with to obtain such web fares, such as Travelocity and Orbitz. Sabre is unable to obtain those web 

fares for the use of its subscribers from industry fare suppliers. 

Although Sabre has requested that American provide its web fares to Sabre in a manner that 

Sabre can make those web fares availabie to its subscribers, American has refused to do so, and 

continues to refuse to do so. In failing and refusing to provide Sabre with the web fares, for use by 

Sabre and its subscribers, American is failing to perfoxm its responsibilities and obligations pursuant 

to the terms of the PCA, including Sections 2.1, 2.4, and 2.16. 

IV. Breach of Contract 

Sabre has fully performed its obligations under the PCA. American has breached the terms 

of the PCA by wrongfullyrefusing to provide Sabre its web fares for use by Sabre and its subscribers. 

V. Damages 

As B result of American's breach of the PCA as set forth in the preceding paragraphs, Sabre 

has sustained financial harm and has lost some of the benefits to which it is entitled under the terms 

of the PCA. 

Vl. Specific Performance 

Sabre has not repudiated the PCA and does not intend to do so. Sabre intends to continue 

to perform its obligations under the PCA. Therefore, Sabre seeks a decree from the Court requiring 

American to specifically perform its obligations under the PCA to provide Sabre access to American's 

web fares for use by Sabre's subscribers in the future. 

VII, Conditions Precedent 

All conditions precedent have been performed or occurred. 
) 
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WHERESORE, Sabre, as Counter-Plaintiff, requests judgment of thecourt against American 

as Counter-Defendant as follows: 

I .  Damages in an amount within the jurisdictional limits of this Court. 

2. A decree requiring American to specifically perform its obligations and responsibilities 
pursuant to the provisions of the PCA to provide Sabre access to American web fares 
for use by Sabre’s subscribers. 

3. Attomeys’ fees. 

4. costs of suit. 

5. Other and further relief to which the Counter-Plaintiff may be justly entitled. 

RespectfuQy submitted, 

State Bar No. 20778700 U 

Paul F. Gianni 
State Bar No. 00784124 
Monika T. Cooper 
State Bar No. 90001773 

777 Main Street, Suite 3800 
Fort Worth, Texas 76102 
(817) 336-9333 -Telephone 
(817) 336-3735 - Facsimile 

SHANNON, GRACEY, RATLIFF & MILLER, L.L.P. 

David E. KeItner 
State Bar No. 11249500 
JOSE, HENRY, BRANTLEY & KELTNER, L.L.P. 
675 N. Henderson Street 
Fort Worth, Texas 76107 
(817) 877-3303 - Telephone 
(817) 338-9109 -Facsimile 

ATTORNEYS FOR COUNTER-PLAINTIFF, 
SABRE INC. 
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EXHIBIT 13 



SABRE INC., 

Plaintiff, 

V. 

Defendant. I 

:*.. 

. .  -~ - --  __ ..-. - .  

3 - 0 2 C V 2 0 1 6  
CIVIL ACTION NO. 

PLAINTIFF'S ORIGINAL COMPLAINT 

Plaintiff Sabre Inc. ("Sabre") hereby files this Complaint against Air Canada, Inc. and in 

support thereof states as follows: 

THE PARTIES 

1. Plaintiff Sabre is a corporation organized and existing under the 1au.s of the Stare of 

Delaware, with its principal place of business at 3150 Sabre Drive, Southlake. Tarrant Counn.. 

Texas 76092. 

2. Defendant Air Canada, Inc. ("Air Canada") is a corporation organized and existing 

under the laws of Canada with its principal place of business and home office at Air Canada Cenne, 

7373 Cote-Vertu Blvd. West, Saint Laurent (Montreal) H4Y 1H4, Quebec, Canada. Air Canada is 

not registered to do business in the State of Texas, although it  does business in the State of Tesas, 

including, but not limited to, operating air carrier services from DalIasRort Worth International 

Airport. Pursuant to the contract at issue in this dispute, Air Canada has agreed and consented to 

jurisdiction in the State of Texas in any dispute arising out of the contract. 
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JURISDICTION AND VENUE 

3. Plaintiff is a citizen of the State of Texas and Defendant is a citizen of Canada. The 

amount in controversy exceeds $75,000, exclusive of interest and costs. Accordingly, this Court 

has jurisdiction over this matter pursuant to 28 U.S.C. 4 1332. 

4. This Complaint may be served upon Air Canada by and through service upon rhe 

Texas Secretary of State, as authorized by Fed. R. Civ. P. 4(h) and TEX. CIV.  PRAC. 8r REM. CODE 

9 17.044(b). The Texas Secretary of State can sene  Air Canada via International Regisrered Slail 

at Air Canada's home office, Air Canada Centre, 7373 Cote-Vertu Blvd. West, Saint Laurent 

(Montreal), Quebec H4Y 1 H4. 

5. Venue is proper in this District pursuant to 28 U.S.C. tj 1391 

FACTUAL BACKGROUND 

6. Sabre, among other things, owns and operates a state-of-the-art global distriburion 

system ("GDS") used for air transportation, hotel, car rental and other tra\-el-related sen-icss. Sa?,, 

markets the Sabre GDS to tens of thousands of subscribers worldwide. These entities - typical!?-. 

travel agencies - use the Sabre GDS to, among other things, review travel availabilit>- for, m&e 

reservations on, and issue tickets for travel on participating foreign and domestic air camsrs, w.hich 

contract to participate in the Sabre GDS and to pay Sabre a fee for each booking made through the 

Sabre GDS. 

7. Prior to July 2, 1996, the SABRE Travel Information Network ("STlh-"), then a 

division of American Airlines, Inc. ("American"), together with other affiliated companies, o\qncd 

and operated the Sabre GDS. 

8. On July 2, 1996, STIN and other affliated entities were consolidated into Sabre. 

Additionally, on JuIy 2, 1996, American assigned and transferred its interests, rights, and 

obligations in contracts with participating carriers, such as Air Canada, to Sabre. -- 
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9. On or about July 3 1, 1990, Sabre and Air Canada entered into a Participating Carrier 

Distribution and Services Agreement, as amended fiom time to time thereafter ("the Participarin,o 

Carrier Agreement"). Pursuant to various provisions in the Participating Carrier Agreement. Air 

Canada is required to provide schedule, fare and other data to travel agents and others who 

subscribe to Sabre so that reservations on Air Canada can be made through the Sabre GDS. -Air 

Canada, in turn, is required to pay Sabre a fee for each reservation or "Booking" made throuh 

Sabre on its behalf. 

10. Air Canada has failed to allow Sabre subscribers to book reservations for some of j i j  

flights, in breach of the Participating Carrier Agreement. 

11. At all relevant times, Sabre has faithfully and fully performed its obligaiions u n 2 r  

the Participating Carrier Agreement. All conditions precedent to the filing of the clailms in 5 s  

lawsuit and Sabre's entitlement to and recovery of damages from Air Canada has been ps~-omed ?)- 

Sabre. 

COUNT ONE 
(Breach Of Contract, Debt) 

12. Plaintiff realleges and incorporates by reference paragraphs 1 throu9 10. 

13. At all relevant times, the Participating Camer Agreement \\'as a validly executed 2.d  

enforceable agreement between Sabre and Air Canada. 

14. Air Canada has not performed its obligations under and has materially breached ii: 

Participating Carrier Agreement. 

15. As a consequence of Air Canada's breach of the Participating Carrier Areemer r  

Sabre has suffered substantial direct and consequential damages and is entitled to m v e r  irs 

damages, together with all applicable interest, in an amount to be determined at trial. 

16. As a consequence of Air Canada's breach of the Participating Carrier AgreemenL 

Gbre  has retained the law firm of Gibson, Dunn & Crutcher LLP to represent it in this action and 
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has agreed to pay said firm's reasonable attomey's fees. Sabre is entitled to recover its reasonable 

attomey's from Air Canada pursuant to, inter alia, Texas Civil Practice and Remedies Code 3 

38.00 1 et seq. 

JURY DEMAND 

Plaintiff demands a trial by jury. 

PRAYER 

WHEREFORE, Sabre asks that Air Canada be cited to appear and answer, and that Sabre 

have judgment against Air Canada for: 

(1) 

(2) Reasonable attorneys' fees; 

Damages within the jurisdictional litnits of this Court; 

(3) 

(4) 

(5) Costs of suit; and 

(6) 

Pre-judgment interest as provided by law; 

Post-judgment interest as provided by law; 

All other and further relief, at law or in equity, to which Plaintiff ma-: be i-sily 

enti tied. 

DATE: September 17,2002 

Respectfully submitted, 

Sbtedar  No. 00785529 
Jon G. Shepherd 
State Bar No. 00788402 
GIBSON, DUNN & CRUTCHER LLP 
2 100 McKinney Avenue, Suite 1 100 
Dallas, Texas 75201 
Telephone: (214) 698-3 100 
Facsimile: (2 14) 698-3400 

.-r 

50 160876- 1 .DOC 
ATTORNEYS FOR PLAINTIFF SABRE INC. 
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SABRE INC., 

Plaintiff, 

V. 

AIR CANADA INC., 

Defendant. 

IN THE UNITED STATES DISTRICT COURT 
FOR THE NORTHERN DISTRICT OF TEXAS 

DALLAS DIVISION 

CIVIL ACTION NO. 

The following persons or entities may have a financial interest in the outcome of this 

case: 

Sabre Lnc. 

Sabre Holdings Corp., a publicly traded company and parent of Sabre Inc 

Air Canada, Inc. 

September 17,2002. 
Respectfully submitted, 

A 

1- J hnR. rew 
u t a t e  Bar No. 00785529 

Jon G. Shepherd 
State Bar No. 00788402 
GIBSON, DUNN & CRUTCHER LLP 
2 100 McKinney Avenue, Suite 1 100 
Dallas, Texas 75201 
Telephone: (214) 698-3 100 
Facsimile: (2 14) 698-3400 

ATTORNEYS FOR PLAINTIFF SABRE INC. 
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